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LEASING  OF  SODIUM  COMPOUNDS 


TUESDAY,  MAY  9,  1995 

U.S.  House  of  Representatives 
Subcommittee  on  Energy  and  Mineral  Resources 

Committee  on  Resources 

Washington,  DC. 
The  subcommittee  met  at  2:00  p.m.  in  room  1324  of  the  Long- 
worth  House  Office  Building,  the  Honorable  Ken  Calvert  presiding. 

STATEMENT  OF  HON.  KEN  CALVERT,  A  U.S.  REPRESENTATIVE 
FROM  CALIFORNIA  AND  CHAIRMAN,  SUBCOMMITTEE  ON  EN- 
ERGY AND  MINERAL  RESOURCES 

Mr.  Calvert.  The  Subcommittee  on  Energy  and  Mineral  Re- 
sources will  please  come  to  order.  The  Subcommittee  meets  today 
in  an  oversight  role  to  examine  issues  regarding  the  leasing  of  so- 
dium compounds  under  the  Mineral  Leasing  Act  of  1920,  as  amend- 
ed. 

At  first  blush,  the  issue  of  whether  or  not  fair  market  value  is 
being  received  by  the  Federal  Government  for  the  leasing  of  trona 
deposits  in  the  Green  River  basin  of  southwestern  Wyoming  seems 
fairly  mundane,  except  of  course  to  our  colleague  on  the  Sub- 
committee from  Wyoming,  Mrs.  Barbara  Cubin. 

After  all,  who  among  us  besides  this  gentle  lady  even  knew  what 
trona  was  when  we  were  scheduling  this  hearing?  I  knew  it  was 
the  name  of  a  very  small  town  nearby  in  California  in  Jerry  Lewis' 
district,  about  200  miles  from  my  home.  Yet  soda  ash  is  produced 
in  California  there  at  Searles  Lake  brines. 

After  today,  I'm  sure  we'll  all  appreciate  the  place  soda  ash  has 
in  our  lives  a  little  bit  better. 

And  while  the  immediate  issue  before  us  is  whether  the  Depart- 
ment of  Interior  has  given  consideration  to  revising  the  royalty  rate 
on  the  leasing  of  trona  in  Wyoming,  the  larger  issue  here  is  the  de- 
bate over  how  to  assess  the  means  of  fair  market  value  of  fair  re- 
turn to  the  United  States  Treasury  for  the  use  of  public  land  re- 
sources as  is  mandated  by  the  Federal  Land  Policy  and  Manage- 
ment Act  of  1976. 

I  don't  think  any  of  us  disagree  with  that  notion.  But  as  always, 
the  devil  is  in  the  details. 

How  broadly  should  the  Department  of  Interior  look  in  determin- 
ing such  value?  Should  the  advice  and  counsel  of  other  Executive 
Branch  departments  be  sought? 

Are  factors  such  as  the  penetration  of  export  markets  by  domes- 
tic producers  and  balance  of  trade  considerations  important?  Where 
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a  particular  appraisal  methodology  fails,  does  the  Department  have 
an  obligation  to  assess  fair  market  value  differently? 

We  dedicate  todajr's  hearing  to  the  exploration  of  this  issue  as  it 
affects  sodium  ash  production  in  an  area  which  I  understand  is  the 
Saudi  Arabia  of  sodium  carbonate.  By  the  way,  that's  a  piece  of  it 
right  on  top  of  the  desk. 

However,  throughout  the  Congress,  the  Subcommittee  will  be  re- 
viewing this  same  basic  issue  with  respect  to  all  the  various  min- 
eral commodities  on  the  public  lands,  and  on  the  outer  Continental 
Shelf. 

As  I  see  it,  the  interests  of  all  our  citizens  who  own  these  public 
land  resources  is  served  best  when  the  minerals  are  mined  in  an 
environmentally  sound  manner,  processed  into  a  product  society 
demands,  and  sold  into  a  marketplace  to  meet  that  demand. 

That  is  how  minerals  create  wealth  for  the  nation.  And  by  the 
way,  a  small  fraction  of  which  is  a  royalty  stream  to  the  United 
States  Treasury. 

Recently,  the  Commerce  Department  reported  another  record 
monthly  trade  deficit.  Here  we  have  an  industry  in  this  country  sit- 
ting on  top  of  the  cheapest  source  of  soda  ash  in  the  world.  And 
we  should  be  doing  everything  we  can  to  ensure  that  the  world's 
users  of  soda  ash  — that  we  are  meeting  their  needs. 

If  that  isn't  factored  into  the  fair  return  to  the  taxpayers  of  this 
country,  somehow  we've  missed  the  boat. 

Before  I  recognize  Mr.  Abercrombie,  who  isn't  here — I  hope  he's 
going  to  be  here  soon  for  any  opening  statement  he  may  have — I'd 
like  to  extend  a  welcome  to  all  our  witnesses. 

Thank  you  for  coming  in  from  Wyoming,  Governor  Geringer,  to 
address  this  issue  with  us  today.  I  know  trona  mining,  along  with 
oil  and  gas  and  coal  production,  is  very  important  to  your  state,  im- 
portant enough  to  have  Senators  Thomas  and  Simpson  possibly 
stopping  by  from  their  busy  schedules  later  this  afternoon. 

Thank  you.  Assistant  Secretary  Armstrong,  for  providing  the  De- 
partment of  Interior's  view  on  this  subject  because  of  the  export 
market  involved  in  this  issue. 

Witnesses  from  the  Commerce  Department,  the  United  States 
Trade  Representatives  Office  were  invited,  but  both  agencies  de- 
clined to  testify  today. 

Last,  welcome  to  our  other  witnesses  from  all  over  the  country 
here  to  tell  us  how  the  real  world  operates. 

Since  Mr.  Abercrombie  isn't  here,  I  would  like  to  recognize  the 
Congresswoman  from  Wyoming  for  her  opening  statement. 

STATEMENT  OF  HON.  BARBARA  CUBIN,  A  U.S. 
REPRESENTATIVE  FROM  WYOMING 

Mrs.  CUBIN.  Thank  you,  Mr.  Chairman.  I  would  certainly  like  to 
thank  you  for  holding  this  hearing. 

Representative  Calvert  has  been  most  gracious  in  offering  to 
have  this  hearing  for  us.  We  realize  it  is  a  local  issue,  but  it  does 
have  international  ramifications.  And  the  Chairman  has  been  a 
great  leader  and  a  great  help  in  putting  this  hearing  together. 

I  also  would  like  to  thank  our  distinguished  Governor  Geringer 
for  coming. 


This  hearing  is  of  such  importance  to  us  that  I  don't  know  how 
many  of  you  may  know  this,  but  it's  quite  unusual  for  Senators  to 
come  over  to  the  House  to  testify  in  hearings.  But  both  of  our  Sen- 
ators are  doing  all  they  can  do  to  be  with  us. 

In  fact,  speak  of  the  devil,  they  appear. 

Mrs.  CUBIN.  Welcome  to  Senator  Thomas  and  Senator  Simpson. 

It  is  wonderful  to  have  them,  and  it  shows  the  support  that  the 
Wyoming  delegation,  the  State  of  Wyoming,  has  for  this  issue.  I'm 
looking  forward  to  the  testimony  today. 

And  I  would  also  thank  you,  Mr.  Armstrong,  for  being  here.  I  am 
looking  forward  to  the  testimony  today,  especially  that  testimony 
of  Assistant  Secretary  Armstrong. 

Ever  since  it  was  first  proposed  at  the  end  of  1992,  the  Wyoming 
delegation  has  been  seeking  a  justification  from  the  BLM  for  their 
efforts  to  raise  the  royalty  rate  on  trona  by  a  whopping  60  percent. 
Hopefully,  they  will  shed  some  light  on  that  for  us  today. 

This  issue  is  extremely  important  to  my  home  State  of  Wyoming 
and  to  the  Nation  in  general,  as  we  struggle  during  these  times  of 
fiscal  austerity  to  balance  the  budget  and  maintain  a  favorable  bal- 
ance of  trade.  The  action  of  the  Federal  Government  must  be  pru- 
dent, reasonable,  and  fair. 

Unfortunately,  the  proposal  to  raise  the  royalty  rate  to  8  percent 
is  none  of  these.  It  cannot  be  fair  market  value  to  look  at  the  only 
other  rate  in  the  area.  Union  Pacific  is  in  a  monopoly  situation. 

The  Federal  Grovemment  granted  checkerboard  ownership  of  the 
Wyoming  trona  mineral  over  130  years  ago  during  the  Continental 
Railroad  expansion.  Union  Pacific  resources  has  no  competition  to 
establish  a  fair-market-value-based  royalty. 

I  will  be  interested  to  see  what  analytical  support  will  be  offered 
by  BLM  for  the  assertion  that  the  UP  rate  is  market  value. 

Is  it  the  highest  rate?  How  can  that  be  fair  market  value?  It  is 
not  fair  market  value.  In  fact,  the  testimony  today  will  show  that, 
if  the  government  were  truly  interested  in  a  fair  market  value,  the 
royalty  would  be  decreased. 

I  know  that  a  final  decision  on  the  rate  has  not  yet  been  made. 
But  different  alternatives  have  been  discussed.  For  instance,  the 
BLM  may  raise  the  rate  on  new  leases  to  8  percent,  while  favoring 
an  incremental  approach  to  existing  leases,  a  sort  of  stairstep  ap- 
proach. 

The  Secretary  presumes  that  that  would  be  the  cautious  way  to 
approach  the  issue.  That  could  be  disastrous. 

First  of  all,  an  increase  on  new  leases  would  put  a  chill  on  any 
competition.  Those  are  potential  investments  worth  hundreds  of 
millions  of  dollars  to  the  State  of  Wyoming.  The  Federal  Govern- 
ment should  not  discourage  companies  from  entering  into  the  Wyo- 
ming soda  ash  business. 

As  for  the  incremental  approach,  if  it  produces  harm,  then  we 
can't  go  back  and  fix  it.  We  will  simply  lose  our  foreign  markets, 
and  those  markets  will  go  to  foreign  competitors. 

Since  our  domestic  market  has  been  flattened  out  for  several 
years,  quite  a  few  years,  our  opportunity  for  growth  exists  only  in 
exports.  It  would  not  be  prudent  for  the  Federal  Government  to 
hamper  our  competitiveness. 

The  Department  of  Commerce  shares  my  view. 


In  December  1994,  they  released  a  19-page  paper  outlining  their 
"serious  concerns  regarding  the  effect  an  increase  in  royalties 
would  have  on  our  industry's  international  competitive  position." 
The  paper  concluded  that  the  U.S.  industry  is  highlv  dependent  on 
exports  for  its  financial  health,  and  that  raising  trie  royalty  rate 
would  likely  result  in  the  loss  of  this  major  market. 

Commerce  also  determined  that  the  Administration's  own  credi- 
bility would  be  impaired  if,  in  a  time  when  current  negotiations  to 
reduce  tariffs  and  other  taxes,  we  go  ahead  and  raise  taxes  on  our- 
selves, thereby  hurting  ourselves. 

The  report  is  as  hard-hitting  as  government  ever,  ever  gets.  This 
is  a  quote.  "An  increase  in  costs  due  to  a  royalty  rate  increase  can 
only  increase  the  likelihood  that  plants  will  close." 

Think  about  that,  that  plants  will  actually  close.  In  spite  of  this 
strong  message,  the  Department  of  Interior  has  not  yet  determined 
to  leave  the  royalty  rate  at  5  percent.  In  his  testimony  and  in  our 
conversations,  Assistant  Secretary  Armstrong  mentions  the  foreign 
ownership  of  these  trona  producers.  And,  yes,  they  are  owned  by 
foreign  interests. 

I  would  point  out,  however,  that  there  are  over  3,000  people  em- 
ployed in  southwest  Wyoming  in  this  industry.  These  are  Ameri- 
cans. These  are  taxpayers.  These  are  citizens  of  Wyoming  and  the 
United  States. 

They  pay  over  $30  million  in  State  and  local  taxes,  and  contrib- 
ute over  $14  million  in  royalties  at  the  State  level.  These  funds  go 
to  our  schools  and  our  university  to  educate  our  children,  and  to 
our  cities  and  towns  and  counties  for  such  basic  services  as  police 
and  fire  protection. 

I  am  looking  out  for  State  and  local  and  national  interests.  I  am 
not  looking  out  for  foreign  investors. 

Before  we  begin,  I  would  like  to  mention  a  few  other  points,  in 
order  that  they  may  be  addressed  throughout  this  hearing. 

First  of  all,  comparing  the  royalty  rate  on  Federal  lands  to  high- 
er rates  on  private  land  is  not  a  valid  comparison.  Companies  oper- 
ating on  private  lands  pay  taxes  on  their  royalty  and  production  in- 
come. The  Federal  Government  does  not. 

So  the  money  that  the  Federal  Government  gets  from  the  Union 
Pacific  is  in  the  form  of  taxes.  And  if  you  factor  this  tax  in,  plus 
ad  valorem  and  severance  taxes  on  the  UP's  8  percent  royalty,  the 
company  actually  collects  only  4.93  percent  royalty.  So  the  4.93  and 
the  5  percent  are  very  close. 

Second,  the  calculation  of  the  royalty  comes  into  question  when 
comparing  the  Federal  rate  on  trona  with  the  Federal  rate  on  other 
minerals,  such  as  coal,  oil,  and  gas.  The  trona  rate  is  actually  much 
higher  than  the  5  percent  because  it  is  computed  on  the  value  of 
the  refined  soda  ash,  not  on  the  raw  trona  ore. 

Use  of  the  trona  value  instead  of  soda  ash  value  would  mean 
that  the  royalty  rate  is  actually  almost  17  percent.  That's  at  a  5 
percent  royalty  rate.  And  the  increase  to  8  percent  would  translate 
to  an  effective  27  percent  on  trona. 

Finally,  I  am  curious  as  to  why  this  proposal  to  increase  royalties 
has  not  been  extended  to  producers  in  other  States. 

California  has  a  trona  plant,  and  Colorado  produces  a  product 
which  may  compete  with  the  Wyoming  soda  ash.  Yet,  only  in  the 


Green  River  in  Wyoming  are  we  faced  with  a  possible  increase  in 
trona. 

We  had  a  meeting  with  Secretary  Armstrong  in  the  past,  and 
this  question  was  asked.  And  he  assured  us  at  that  time  that  the 
royalty  for  all  the  trona  was  being  considered  to  be  raised.  Appar- 
ently, that's  not  so  now. 

The  Wyoming  Green  River  basin  has  enough  reserves  to  meet 
world  demand  for  the  next  900  years.  Trona  produces  soda  ash  in 
an  environmentally  clean  process,  a  much  cleaner  process  than 
synthetically  produced  competition. 

The  testimony  today  will  show  that  the  proposal  to  increase  the 
Federal  royalty  will  benefit  only  the  monopolistic  owner,  the  Union 
Pacific  resources.  Their  leases  will  automatically  ratchet  up  to  8 
percent  and  above  because  some  of  those  leases,  most  of  those 
leases,  are  tied  to  the  Federal  rate.  So  the  Union  Pacific  will  get 
more  automatically. 

But  I  think  you'll  find  today  that  it's  likely  that  the  Federal  Gov- 
ernment could  get  even  less  money  than  the^re  currently  getting, 
if  the  royalty  rate  is  increased  to  8  percent. 

Thank  you,  Mr.  Chairman.  I'd  love  to  hear  the  testimony. 

Mr.  Calvert.  Thank  you  very  much. 

Our  first  witness  today  on  Panel  1  is  the  Governor  of  Wyoming, 
along  with  Senator  Thomas  and  Senator  Simpson. 

I'd  like  to  point  out  I  served  with  now-Senator  Thomas  when  he 
was  our  ranking  member  on  our  Native  American  Subcommittee, 
which  has  now  been  merged  with  Territories.  I  enjoyed  that  very 
much,  and  enjoy  seeing  you  here  today  representing  the  State  of 
Wyoming, 

First,  though,  I'd  like  to  recognize  your  Grovemor.  Governor. 

STATEMENT  OF  HON.  JAMES  E.  GERINGER,  GOVERNOR  OF 

WYOMING 

Grovemor  Geringer.  Thank  you,  Chairman  Calvert,  Congress- 
woman  Cubin. 

Considering  that  past  association  with  Senator  Thomas,  should 
you  need  an  extra  vote,  I  have  two  over  here.  I  could  loan  you  at 
least  one  in  the  process  of  this  deliberation. 

Thank  you  again  for  rescheduling  the  hearing.  I  apologize  for  not 
being  able  to  attend  the  hearing  as  it  was  originally  scheduled,  and 
I  appreciate  the  invitation  to  return  to  discuss  the  mineral  royalty 
rates  for  soda  ash  that  are  produced  in  our  State. 

Wyoming  is  a  State  that's  rich  in  natural  resources.  We  have 
world-class  deposits  of  just  about  every  type  that  we  have  in  Wyo- 
ming. We  have  the  largest  deposit,  of  course,  of  trona.  We  rank 
third  in  the  world.  Simply  as  a  State,  we  would  rank  third  in  the 
world  in  coal  reserves. 

We  produce  one-third  of  the  world's  helium.  We  know  what 
world-class  minerals  are,  but  we  also  understand  that  there  needs 
to  be  incentives  for  the  risk-takers  who  would  develop  such  prod- 
ucts in  Wyoming. 

We  also  know  that,  with  those  natural  resources,  that  the 
strength  of  the  Wyoming  economy  depends  in  large  part  on  Wyo- 
ming's ability  to  encourage  the  addition  of  value  to  any  product  ex- 
ported. 


If  you  were  to  superimpose  Wyoming's  natural  resource  base  on 
a  country  such  as  Japan  or  Grermany,  we  would  indeed  be  the 
world's  superpower,  because  Wyoming's  natural  base  is  the  envy  of 
the  world,  not  just  of  our  country. 

So,  as  Wyoming's  governor,  I  look  for  ways  to  add  value  to  any 
opportunity  in  natural  resource  product  in  Wyoming. 

Minerals  are  a  key  to  Wyoming's  economic  vitality.  We  recognize 
that  Wyoming  has  significant  dependence  upon  minerals.  As  gov- 
ernor, I  intend  to  diversify  away  from  that,  but  I  still  acknowledge 
the  principal  role  that  minerals  play  in  Wyoming,  They  will  con- 
tinue, at  least  in  the  transition,  to  support  what  we  can  do  to  add 
value  and  opportunity  to  the  minerals,  as  well  as  the  addition  of 
value  and  exports  of  that  product. 

I  also  believe  that  enhancement  of  the  economy  and  growing  the 
economy  is  a  better  alternative  to  raising  revenue  than  it  is 
through  simply  raising  taxes.  We  control  the  budget,  in  addition  to 
enhancing  revenues.  We  control  the  budget  through  reducing  the 
demand  for  government  services.  And  I  will  continue  to  do  that. 

New  production,  though,  is  the  focus  of  my  testimony,  and  the 
impact  that  market  share  would  have  on  that.  The  raw  material 
that's  extracted  from  the  underground  mines  in  southwestern  Wyo- 
ming is  processed  into  soda  ash,  and  used,  as  will  be  commented 
upon  several  times,  as  the  basis  for  a  number  of  chemicals,  includ- 
ing the  manufacture  of  glass  and  detergents. 

The  United  States  domestic  market  for  soda  ash  is  flat.  Industry 
growth  is  occurring.  We  are  seeing  new  markets  develop,  but  they 
are  not  in  the  domestic  market;  they  are  in  foreign  trade. 

Exports,  then,  become  the  key  to  the  health  of  the  industry.  Ex- 
ports currently  make  up  one-third  of  the  total  United  States  soda 
ash  sales. 

The  key  is  market  share.  In  any  commodity,  marketing  strategy, 
the  cost  of  the  product  is  the  primary  factor  in  maintaining  market 
share  in  the  face  of  any  competition.  I'm  here  today  to  warn  that 
considerations  by  the  BLM  for  increased  mineral  royalty  rates  on 
soda  ash  is  essentially  tinkering  with  the  marketplace. 

In  an  industry  where  53  percent  of  the  total  margin  even  avail- 
able to  the  companies  already  goes  to  taxes — 53  percent  is  a  pretty 
sizable  bite  out  of  anyone's  margin — any  further  increase  would  de- 
crease the  competitiveness  of  Wyoming's  soda  ash  producers. 

Mr.  Chairman,  in  my  past  life  as  a  farmer  and  a  commodity  pro- 
ducer, I  understand  the  elements  of  commodity  marketing.  If  you 
need  to  maintain  profitability  in  the  face  of  increasing  competition, 
and  your  costs  are  increasing,  you  have  to  go  for  increased  market 
share. 

The  presentation  of  the  proposed  royalty  increase  is  contrary  to 
that.  It  in  essence  says,  in  order  to  maintain  competition  or  market 
share,  the  Department  would  raise  the  royalty  rates.  And  I  haven't 
read  an  economic  dissertation  that  would  support  that. 

So  marketing  principles  are  essential  to  understand  the  prin- 
ciples that  we  bring  today. 

The  wealth  of  our  State  and  the  Nation  is  in  its  natural  re- 
sources. As  elected  officials,  we  need  to  balance  our  trust  obliga- 
tions with  economic  considerations.  The  proposal  by  the  BLM  to 


raise  the  rate  is  based  on  what  they  consider  to  be  fair  market 
value. 

If  all  we  were  looking  at  is  land  appraisals  and  assessments,  as 
in  the  real  estate  industry,  that  may  be  a  basis  for  comparison,  say 
to  compare  with  Union  Pacific.  But  we  have  essentially  a  public 
monopoly  working  with  a  private  monopoly,  trying  to  decide,  what 
is  the  marketplace?  And  that  is  the  incorrect  way  to  view  the  mar- 
ket in  this  particular  instance. 

In  fact,  the  BLM  approach  has  to  consider  market  forces,  such 
as  the  competition  and  emerging  production  capability  in  China,  as 
well  as  the  unfair  imposition  of  dumping  fees  by  the  European 
community.  This  indeed  is  not  a  free  market  in  the  traditional 
sense  of  the  word. 

It's  incumbent  upon  those  of  us  who  are  in  policymaking  roles  to 
consider,  not  just  the  revenues  that  we  in  government  would  desire 
to  accumulate,  but  we  also  have  to  weigh  the  effect  of  those  taxes 
on  the  producer,  and  the  resulting  impact  on  the  producer's  com- 
petitiveness. 

I  again  noted  that  the  BLM  approach  is  focused  exclusively  on 
Union  Pacific  resources'  comparability,  and  does  not  pay  attention 
to  market  reality. 

As  you  heard  from  our  Congresswoman,  the  Department  of  Com- 
merce, through  the  International  Trade  Administration,  has  al- 
ready concluded  that,  until  foreign  trade  barriers  against  U.S. 
trade  exports  are  reduced,  any  increase  in  domestic  royalty  rates 
will  be  detrimental. 

European  and  Chinese  competition  will  quickly  fill  the  gap,  if 
U.S.  soda  ash  producers  have  to  raise  their  prices  to  accommodate 
increased  U.S.  Federal  taxes. 

Earlier  this  year,  I  had  asked  Wyoming  BLM  officials  to  share 
information  on  their  assessment  of  the  need  to  raise  the  royalty 
rates  so  that  we  could  collaborate  on  what  was  to  be  considered. 

At  first  they  hesitated,  saying  that  some  of  the  information  they 
were  using  was  confidential  and  proprietary.  I  explained  that  I  was 
trustworthy,  especially  considering  the  fact  that  Wyoming  and  the 
Federal  Grovemment  share  in  the  royalties  collected. 

We  have  a  mutual  interest.  Increased  collections  would  mean 
that  Wyoming  had  received  its  share  of  increased  revenues. 

I  was  assured  by  the  BLM  officials  that  I  would  receive  a  copy 
of  the  BLM  analysis,  but  it  never  came.  We  followed  up  several 
times,  and  were  unable  to  secure  that  information,  which  I  believe 
would  be  helpful  in  helping  us  to  assess  the  problem. 

In  our  visits  yesterday  with  Assistant  Secretary  Armstrong,  he 
assured  me  that  they  intend  to  follow  up  on  that.  But  until  we 
have  the  opportunity  to  review  the  BLM  information,  I  don't  know 
what  is  available  to  the  BLM  that  was  not  available  to  the  State 
of  Wyoming. 

If  I  am  unable  to  receive  that  analysis  and  assess  its  credibility, 
and  perhaps  subject  it  to  peer  review  and  critique,  I  believe  that 
I  have  no  choice  but  to  oppose  strongly  the  royalty  rate  proposal 
from  the  BLM. 

I  want  to  turn  my  attention  a  little  bit  now  to  the  value-added 
prospect  of  changing  trona  into  soda  ash.  I  need  to  make  reference 
to  both. 
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Trona  is  the  raw  mineral  as  it's  extracted.  Soda  ash  is  the  form 
as  it  leaves  the  State. 

In  our  State,  we  would  rather  give  incentives  to  value-added  ac- 
tivity, and  that's  essentially  what  the  industry  is  doing  by  the  pro- 
duction of  soda  ash.  Yet  the  royalty  rate  is  added  to  the  value- 
added  product. 

There  are  even  considerations  to  go  beyond  that,  and  if  other 
products  are  manufactured  as  a  result  of  soda  ash  production,  in 
fact  those  would  be  taxed  as  well  at  a  higher  rate. 

That's  a  negative  incentive  to  added  value  in  Wyoming,  and  I  op- 
pose that.  My  goal  is  to  increase  value-added  activity,  not  to  impose 
policies  or  disincentives  that  push  the  other  way. 

I  would  like  to  accept  the  invitation  that  many  of  the  Federal 
agencies  have  extended  to  me  as  governor,  to  collaborate  and  form 
partnerships  to  do  things  that  are  meaningful  to  the  States,  the 
Federal  Government  as  well  as  the  private  sector. 

Those  partnerships  are  attractive  to  me,  but  they  can't  be  a  one- 
way street.  And  it  should  not  be  a  top-down  approach.  And  I  be- 
lieve that,  to  me,  is  what  the  BLM  proposal  would  do. 

We  need  to  have  better  collaboration  and  partnership.  I  would 
continue  to  support  the  efforts  by  the  industry  and  the  United 
States  Commerce  Department  to  break  down  trade  barriers.  That's 
a  partnership  that  I  believe  ought  to  be  amplified. 

So  prohibit  the  royalty  rate  increase  at  this  time.  Let's  work  on 
the  marketing  side,  and  decide  what  to  do. 

Government  has  for  many  years  promoted  the  tax  and  expendi- 
ture policy  that  relies  on  a  faulty  assumption  that  if  government 
needs  more  revenue,  it  should  simply  increase  taxes.  It's  faulty  be- 
cause, as  taxes  increase,  the  taxpayer  in  a  competitive  situation 
has  less  ability  to  stay  in  production.  Eventually,  there  would  be 
fewer  producers,  thus  less  revenue. 

If  government  only  increases  taxes  to  keep  income  steady,  it  ig- 
nores the  most  fundamental  rule  of  competitive  market  economics. 

To  illustrate  that  point,  I'll  pass  around  a  little  anecdote  from  an 
historical  story  I  understand  to  be  true.  I  cannot  vouch  for  its  in- 
tegrity, but  it  makes  the  point  very  well. 

Recorded  during  the  reign  of  King  John  in  merry  old  England  in 
the  year  1210,  King  John  had  an  idea.  For  many  years,  the  Royal 
Forest,  the  public  lands,  had  been  available  to  all  who  had  paid  the 
usage  fee.  Paying  tribute  to  the  crown  gave  noblemen  and  peasant 
alike  public  access  to  hunt,  fish,  and  general  use  of  the  property. 

Now,  the  king  felt  the  need  to  protect  the  resource  and  the  qual- 
ity of  the  clientele.  He  didn't  just  want  anyone  using  the  property, 
but  he  did  not  wish  to  see  a  decline  in  the  revenues.  After  all,  he 
still  had  a  war  with  France  to  support. 

So  he  decided  he  would  raise  the  fee  so  that  it  would  be  acces- 
sible only  to  the  noble  class,  who  had  the  means  to  pay. 

To  carry  out  his  decree,  the  king  appointed  Thomas  Mulberry  as 
the  Royal  Forester.  It  wasn't  long  before  Thomas  realized  that  he 
had  a  problem. 

The  king  expected  a  certain  amount  of  revenue  each  month,  but 
there  simply  weren't  enough  customers  among  the  upper  class  to 
maintain  the  projected  revenues. 


In  order  to  keep  the  crown's  budget  balanced,  Thomas  the  For- 
ester decided  to  allow  the  use  of  the  forest  by  some  of  the  local 
peasants  at  a  discounted  rate.  This  kept  the  king's  coffers  filled, 
and  at  the  same  time,  still  restricted  the  use  of  the  land  for  proper 
management  of  the  resource. 

After  six  months,  the  king  summoned  Thomas  to  report. 

"Well,  my  Royal  Forester,  is  my  plan  working  as  expected?" 
asked  the  Mng. 

"Yes,  Your  Highness,"  replied  Thomas.  "Revenues  are  as  pro- 
jected." 

And  the  king  was  obviously  pleased. 

Well,  Thomas  should  have  kept  his  mouth  shut.  Thomas  duti- 
fully added,  "There  was  one  problem,  but  I  did  manage  to  solve  it." 

He  then  described  how  there  were  just  not  enough  well-to-do  no- 
blemen to  maintain  the  budgeted  revenues.  So  he  had  used  discre- 
tion in  allowing  some  peasants  to  use  the  land  at  a  discounted  rate. 

Well,  the  king  listened  intently,  and  he  indicated  his  grasp  of  the 
situation. 

The  following  morning,  Thomas  the  Royal  Forester,  was  hanged 
for  treason. 

Mr.  Chairman,  the  point  of  that  little  anecdote  is  that  we  have 
to  at  least  acknowledge  that  there  are  proper  uses  and  manage- 
ment, wise  uses  of  the  resource  that  recognize  the  trust  obligation. 
And  if  the  trust  obligation,  in  maximizing  revenues,  is  to  look  at 
the  proper  balance  between  the  trust  obligation  and  the  economic 
consideration,  we  look  at  both  sides  of  the  issue,  in  fairness  to  the 
partnerships  that  we  would  all  try  to  forge. 

Mr.  Chairman,  thank  you  for  your  consideration  and  your  kindli- 
ness today.  I  trust  that  I  will  not  be  similarly  treated  to  the  Thom- 
as experience. 

[The  statement  of  Governor  Geringer  can  be  found  at  the  end  of 
the  hearing.] 

Mr.  Calvert.  Thank  you.  Governor  Geringer.  You  would  have  to 
go  to  the  other  side  of  the  street  for  that  type  of  treatment.  We 
don't  do  that  over  here  on  the  House  side. 

Mr.  Calvert.  With  that,  I'd  like  to  introduce  the  senior  Senator 
from  Wyoming,  Senator  Simpson. 

STATEMENT  OF  HON.  ALAN  SIMPSON,  A  U.  S.  SENATOR  FROM 

WYOMING 

Senator  Simpson.  Thank  you  veiy  much.  Chairman  Calvert  and 
Ranking  Member  Abercrombie,  and  our  good  colleague  from  Wyo- 
ming, and  Helen  Chenoweth,  all  of  you.  It's  good  to  be  over  here 
and  share  with  you  some  thoughts  on  the  trona  industry. 

I've  known  Jim  for  some  time,  but  I  never  have  heard  the  story 
of  Thomas  Mulberry,  actually.  It's  certainly  a  startling  tale,  a  daz- 
zling relation.  I  thought  you  were  talking  about  Thomas  over  there. 

He  should  be  hung  sometimes,  no  question  about  that. 

Well,  it  is  a  delight  to  be  here.  You're  looking  at  everybody  from 
Wyoming  right  here.  We're  all  here  in  the  same  room — the  delega- 
tion here,  the  two  Senators,  one  Congresswoman — our  first  woman 
Congressman  in  the  history  of  the  Equality  State,  the  first  State 
to  give  women  the  right  to  vote  in  the  entire  western  world,  I 
might  add — and  Craig  Thomas,  whom  I've  known  a  lifetime  and 
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enjoy  so,  and  Jim  Geringer,  who  is  a  superb  hands-on  governor, 
with  more  knowledge  of  what  the  internal  operation  of  the  State 
is  than  any  person  that  I've  known  in  my  time. 

So  I  don't  want  to  go  into  the  story  about  how  the  king  waxed 
wrath  there.  But  I  might  must  tell  you  a  story.  It  seems  that  it's 
good  to  break  the  tedium  of  our  normal  day.  And  we've  all  heard 
these  stories. 

You  heard  the  story  of  the  frog  turning  into  a  handsome  prince. 
We've  all  heard  those. 

So  a  guy  pulled  one  of  those  on  me  the  other  day,  and  I  was  near 
struck  with  boredom.  There's  a  little  girl  with  a  basket  going 
through  the  forest  picking  berries,  and  came  upon  this  terribly  ugly 
frog.  By  this  time  I  was  nearly  asleep.  The  ancient  phrase,  "If  you 
kiss  me,  I'll  turn  into  a  handsome  prince." 

I  thought,  "Now,  how  many  times  do  I  have  to  listen  to  these  in 
a  lifetime?" 

Well,  there  was  a  little  twist  on  it  there,  because  after  they  went 
through  the  relation  of  that,  it  was  then  said  that  this  woman  did 
take  the  frog  home,  and  the  frog  had  directed,  "If  you  place  me  on 
the  pillow  and  kiss  me,  I  will  turn  into  a  handsome  prince." 

So  she  did  take  the  frog  home,  had  him  on  the  pillow,  kissed 
him.  And  in  the  morning,  there  in  her  bed  was  a  handsome  prince. 

Now,  do  any  of  you  believe  that?  Neither  did  her  mother. 

Senator  Simpson.  Now,  I  think  we'll  get  that  out  of  the  way.  I'll 
ask  unanimous  consent  that  my  full  text  of  my  remarks  be  entered 
into  the  record. 

Mr.  Calvert.  Without  objection. 

Statement  of  Hon.  Alan  Simpson,  a  U.S.  Senator  from  Wyoming 

Mr.  Chairman,  I  want  to  thank  you  for  holding  this  most  important  hearing 
today.  If  I  may,  I  would  like  to  join  you  in  welcoming  our  fine  governor,  Jim 
Geringer,  and  representatives  of  Wyoming's  soda  ash  industry.  These  companies 
make  an  important  contribution  to  ovu*  State's  economy — ^providing  more  than  3,000 
jobs — and  to  ovir  national  balance  of  trade.  I  am  pleased  to  join  them  here  today. 

As  you  will  discern  from  the  tenor  of  these  heanngs,  the  trona  royalty  rate  issue 
is  of  great  importance  to  ovu*  fine  State.  We  are  blessed  with  the  world's  richest 
trona  reserve— enough  to  meet  current  industry  demands  for  the  next  1300  years. 
My  esteemed  colleagues.  Senator  Thomas  and  Congresswoman  Cubin,  have  joined 
me  on  several  occasions  to  express  ovu*  displeasure  with  the  royalty  rate  increase 
being  proposed  in  the  BLM.  I  appreciate  the  opportunity  to  come  before  you  today 
to  explain  why  this  idea  is  not  only  bad  for  Wyoming,  but  bad  for  ovu-  whole  country. 

I  have  spent  some  time  in  the  trona  mines  in  Wyoming,  Mr.  Chairman.  They  are 
vast,  extensive  deposits  formed  thousands  of  years  ago.  They  account  for  95  percent 
of  the  world's  trona  reserves.  However,  this  great  natural  wealth  which  ovu*  State 
possesses  does  not  automatically  translate  into  a  dominant  position  for  this  domestic 
industry  in  ovu*  global  economy.  Many  other  producers  in  other  countries  have 
learned  how  to  make  a  version  of  the  product  artificially,  I  might  add,  at  consider- 
able cost  to  the  environment.  And,  these  foreign  producers  have  been  protected  by 
artificial  trade  barriers.  Without  such  barriers,  our  low-cost  Wyoming  producers 
would  have  a  much  greater  share  of  the  world  market. 

As  an  illustration,  consider  what  has  happened  over  the  last  five  years  to  Chinese 
imports  of  U.S.  soda  ash.  Throughout  the  1980's,  U.S.  soda  ash  exports  to  China 
held  fairly  constant  at  around  500,000  metric  tons  per  year — an  annual  value  of 
nearly  $90  million!  In  1989,  China  began  an  aggressive  import  substitution  pro- 
gram, constructing  29  synthetic  soda  ash  plants.  In  1990,  through  a  complex  web 
of  currency  exchange  manipulations,  China  was  able  to  make  its  domestically  pro- 
duced soda  ash  so  price-competitive  that  U.S.  exports  to  China  dropped  dramati- 
cally. We  went  from  503,000  metric  tons  in  1989  to  87,000  metric  tons  in  1990. 
Today,  the  Chinese  import  less  than  60,000  metric  tons  of  soda  ash  from  the  United 
States. 
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The  example  is  not  unique.  Import  substitutions  and  protective  soda  ash  tariffs 
continue  to  present  prohibitive  barriers  in  an  area  where  the  United  States  should 
have  a  dominant  position  globally.  Soda  ash  is  naturally  cheaper  to  produce  than 
to  synthetically  manufacture,  and  many  times  safer  for  the  environment  in  its  natu- 
ral form,  yet  it  is  an  industry  that  is  constantly  battling  for  competitiveness  abroad. 
Significantly  increasing  royalty  rates  will  have  a  very  negative  effect  on  this  indus- 
try, and  it  will  darken  what  should  be  one  of  the  bright  spots  in  our  trade  balance. 

We  have  been  working  diligently,  both  in  the  Wyoming  delegation,  but  also  with 
several  Administrations,  including  the  current  Administration,  to  reduce  these  tariff 
and  other  trade  barriers.  Most  recently,  this  was  a  subject  of  our  GATT  negotia- 
tions. We  have  made  some  hard-won  inroads  into  difficult  markets,  such  as  Japan. 
But  this  battle  is  far  from  won.  I  believe  a  royalty  rate  increase  would  amount  to 
a  significant  step  backward  for  both  Wyoming  and  American  trade  competitiveness. 
Certainly  the  BLM  has  every  right  to  review  whether  it  is  receiving  fair  market 
value  for  minerals  mined  on  the  public  lands.  Trona  shovild  not  be  exempted  from 
this  process.  But  under  the  current  rate,  the  Treasury  is  realizing  a  good  rate  of 
return.  And  we  need  to  consider  what  is  fair  in  light  of  the  economic  pressures  these 
producers  face. 

I  trust  you  will  listen  to  the  testimony  of  my  fellow  Wyomingites  and  help  inform 
this  debate  on  "fair  market  value".  I  know  you  share  my  interest  in  keeping  our 
minerals  production  industry  strong  in  this  country.  And  I  appreciate  yo\ir  letting 
me  come  across  the  halls  today  to  express  my  views  to  you  and  the  members  of  your 
committee. 

Senator  Simpson.  Thank  you,  Mr.  Chairman.  I  thank  you  for 
holding  the  hearing. 

It  is  a  very  important  industry  in  Wyoming.  Yes,  there  is  foreign 
ownership;  indeed  there  is.  And  yes,  they  hire  Wyoming  people — 
and  Barbara  is  correct — some  3,000  people. 

I'm  very  pleased  to  join  with  my  congressional  colleague  and  my 
Senator  and  our  governor  to  tell  you  that  it  is  not  something  to 
take  in  a  lighthearted  way.  We  have  the  world's  largest  trona  re- 
serve, enough  to  meet  current  industry  demands  for  the  next  1,300 
years.  And  we  have  joined  as  a  delegation  and  with  our  governor 
to  express  our  displeasure  at  what  the  BLM  has  been  up  to. 

And  the  BLM  in  internal  memorandums,  have  said  some  really 
smart-aleck  things.  They  even  sacked  one  guy  for  his  smart  cracks 
about — something  about  the  delegation  being  puppets  of  the  indus- 
try. 

We  are  not.  But  we  represent  a  very  independent  and  wonderful 
State. 

I  think  all  of  us  have  been  down  in  the  mines,  the  trona  mines. 
They  are  vast  extensive  deposits  formed  thousands  of  years  ago. 
They  account  for  about  95  percent  of  the  world's  trona  reserves. 
That  does  not  automatically  translate  into  a  dominant  position. 

So  we  produce  this  product  in  an  environmentally  sound  manner. 
A  lot  of  the  processing  is  done  in  Wyoming  for  detergents,  soda  ash, 
of  course.  Arm  &  Hammer  products.  The  delegation  works  hard  to 
assure  that  international  trade  does  not  disrupt  us  in  Wyoming. 
We  have  to  produce  and  we  have  to  trade. 

This  delegation  has  worked  hard  on  NAFTA,  and  on  the  general 
agreement  on  tariffs  and  trade.  We  have  serious  intrusions  in  deal- 
ing with  China  on  soda  ash  exports.  We've  resolved  these  things  in 
a  very  fine  group,  ANSAC,  that  works  well  together  under  the 
Webb-Pomerane  provisions  of  the  law  to  avoid  any  possibility  of 
antitrust  activity. 

And  we  are  ready  to  produce  the  world's  trona  and  soda  ash.  We 
can  do  it  better  and  cheaper  than  they  can  do  it  synthetically. 
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The  increasing  royalty  will  have  a  very  negative  effect  on  this  in- 
dustry. Barbara  has  shared  with  you  the  difference  between  the 
Union  Pacific  and  the  government  with  regard  to  the  monopolistic 
aspects.  We  see  this  as  a  very  dark  spot  on  the  bright  spot  in  our 
trade  balance  that  we  work  toward. 

We  have  some  hard  battles  ahead.  We've  won  inroads  into  dif- 
ficult markets  such  as  Japan.  But  it's  far  from  won.  And  a  royalty 
rate  increase  will  only  amount  to  a  significant  step  backward  in 
both  Wyoming's  and  American  trade  competitiveness.  Certainly  the 
BLM  has  every  right  to  review  whether  it  is  receiving  "fair  value," 
fair  market  value  for  minerals  mined  on  the  public  land. 

But  trona  should  not  be  exempted  from  this  process. 

Under  the  current  rate,  the  Treasury  is  realizing  a  very  good 
rate  of  return,  and  we  need  to  consider  what  is  fair  in  light  of  the 
economic  pressure  the  producers  face.  I  trust  you'll  listen  to  the 
testimony  of  fellow  Wyomingites  and  help  inform  this  debate  on 
fair  market  value. 

I  know  you  share  our  interest  in  keeping  the  minersds  production 
industry  strong  in  this  country.  Thank  you  for  inviting  us  to  come 
and  testify  here  in  the  House  of  Representatives.  Thank  you  very 
much. 

Mr.  Calvert.  Thank  you,  Senator. 

Now,  Senator  from  Wyoming,  Senator  Thomas. 

STATEMENT  OF  HON.  CRAIG  THOMAS,  A  U.  S.  SENATOR  FROM 

WYOMING 

Senator  Thomas.  Thank  you,  Mr.  Chairman.  It's  nice  to  be  here. 
It's  neat  to  have  a  chance  to  work  with  you  again,  and  I'm  glad  to 
be  welcomed  here,  and  I  thank  you. 

And  I  greet  the  other  members  of  your  committee,  especially  of 
course  our  cohorts  from  Wyoming  who  have  pushed  so  hard  and 
done  such  a  good  job  on  this. 

I  would  like  to  submit  my  statement,  and  I  will  be  short.  Cer- 
tainly there  will  be  others  today  who  can  talk  about  it  in  more  de- 
tail than  I. 

Statement  of  Hon.  Craig  Thomas,  a  U.S.  Representative  from  Wyoming 

I  want  to  thank  the  Energy  and  Mineral  Resources  Subcommittee  for  holding  this 
hearing  today.  The  facts  regarding  trona  royalties  argue  clearly  against  any  hike. 
These  points  deserve  airing  since  the  Administrations  proposal  will  actually  cost 
tax  revenue  as  well  as  jobs.  I  hope  this  hearing  reveals  the  Administration's  premise 
for  urging  the  hike  is  baseless. 

Unfortunately,  the  Bureau  of  Land  Management  and  the  Department  of  Interior 
are  committed  to  taking  actions  that  will  devastate  the  domestic  soda  ash  industry. 
Although  the  Department  of  Interior  continues  to  maintain  that  the  current  royalty 
rate  for  soda  ash  on  Federal  lands  in  Wyoming  does  not  reflect  "fair  market  value' , 
this  is  clearly  not  the  case.  When  the  only  omer  commercial  entity  in  the  market 
is  a  monopoly,  it  cannot  be  argued  the  comparative  royalty  rate  is  set  in  a  fair  mar- 
ket or  reflects  fair  market  value. 

Federal  royalty  rates  for  soda  ash  simply  cannot  be  compared  to  those  on  private 
lands.  Companies  leasing  private  land  are  required  to  pay  taxes  on  their  royalty  and 
production  income.  The  Federal  Government  does  not.  When  Federal  corporate  taxes 
on  royalties,  ad-valorem  and  severance  taxes  are  calculated  into  the  8-percent  soda 
ash  royalty,  private  industry  collects  roughly  a  4.93-percent  royalty. 

The  most  troubUng  aspect  of  the  efforts  by  the  Department  of  Interior  to  increase 
royalty  rates  on  soda  ash  in  Wyoming  is  that  the  agency  is  not  listening  to  other 
departments  within  the  Administration.  In  fact,  after  extensively  studying  this 
issue,  the  Department  of  Commerce  released  a  report  last  December  stating  that 
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any  increase  in  the  royalty  rate  would  severely  hurt  the  domestic  soda  ash  industry. 
In  addition,  it  is  my  understanding  the  office  of  the  United  States  Trade  Represent- 
ative expressed  concerns  that  increasing  the  royalty  rate  would  significantly  harm 
the  abihty  of  domestic  soda  ash  producers  to  compete  worldwide. 

Currently,  the  vast  majority  of  growth  in  the  soda  ash  industry  is  in  export  sales. 
Without  increased  export  sales  and  expansion  of  lucrative  foreign  markets,  the  in- 
dustry will  suffer  significant  economic  losses  which  will  cost  jobs  and  harm  commu- 
nities in  my  State.  In  their  efforts  to  establish  a  fictitious  "fair  market  value"  for 
royalty  rates  on  soda  ash,  the  Department  of  Interior  will  be  destroying  jobs  and 
harming  the  economy  in  Wyoming  and  in  the  end  lessening  the  tax  revenues  col- 
lected. 

The  Department's  argument  that  it  must  "rectify"  the  so-called  discrepancy  is  also 
baseless,  given  the  fact  the  BLM  knows  the  difference  will  remain  regardless  of  a 
hike.  Many  of  the  leases  on  private  lands  have  a  built-in  royalty  increase  tied  to 
Federal  royalties.  If  the  Department  of  Interior  increases  its  trona  royalty  rate,  pri- 
vate royalty  rates  will  increase  as  well.  Therefore,  the  discrepancy  between  rates 
charged  on  Federal  lands  and  those  on  private  lands  wiU  remain  the  same. 

Mr.  Chairman,  despite  the  claims  made  by  Secretary  Babbitt  and  others  at  the 
Department  of  Interior,  the  Federal  Government  is  not  "subsidizing"  soda  ash  pro- 
ducers in  Wyoming.  The  difference  between  royalties  collected  on  Federal  and  pri- 
vate lands  is  attributable  to  a  number  of  factors  that  have  nothing  to  do  with  the 
Federal  Government  supporting  soda  ash  producers  on  Federal  lands.  Clearly,  our 
Nation  benefits  from  continued  growth  in  the  soda  ash  market.  Increasing  the  Fed- 
eral royalty  rate  on  soda  ash  will  hurt  domestic  producers,  diminish  their  competi- 
tiveness around  the  world,  curb  job  growth  and  lessen  the  amount  of  money  the 
Federal  Government  collects. 

Once  again,  I  want  to  thank  the  subconmiittee  for  holding  this  hearing  today.  It 
is  vital  to  the  economy  of  Wyoming,  and  the  people  in  my  State  who  work  in  the 
trona  patch  to  make  sure  the  Administration's  ill-conceived  and  baseless  proposal 
stops  here. 

Senator  Thomas.  I  want  to  talk  a  little  bit  about  what  I  think 
will  be  a  general  concept,  and  make  my  position  very  clear.  That 
is  that  I  think  we  should  not  change  the  royalty  rate.  I  think  what 
we  are  seeking  to  do  is  to  develop  a  situation  where  multiple  use 
is  applicable  to  these  lands,  and  where  we  can  have  an  economic 
future,  as  well  as  preserve  and  utilize  the  lands  for  other  means. 

My  notion  is  that  there's  no  compelling  evidence  given  us  by  the 
BLM  that  a  change  is  required,  that  a  change  is  necessary.  In  fact, 
I  have  the  notion  that  this  was  begun  by  persons  within  the  BLM. 
And  now  the  drive  is  more  to  do  it  because  we  started  to  do  it  than 
it  is  because  there's  compelling  evidence  to  raise  the  royalty  race. 

Let  me  mention  just  a  couple  of  things.  Of  course,  the  issue  is 
a  fair  return,  and  that's  a  legitimate  issue.  The  fact  is,  when  you 
compare  the  return  to  a  tax-paying  entity  as  compared  to  the  Fed- 
eral Government,  this  comes  out  at  below  the  5  percent  that's  now 
paid  to  the  Union  Pacific. 

The  fact  is  that  it  is  comparable  because  of  the  way  it's  levied 
to  oil;  that  is,  12.5.  But  it's  levied  in  a  different  way. 

So  I  think  the  fairness  issue  is  an  important  issue.  But  frankly, 
there  is  no  evidence  that  we  need  to  change  it  to  meet  the  fairness 
criteria.  We  must  have  a  developing  economy  in  a  State  like  ours 
where  50  percent  of  the  State  belongs  to  the  Federal  Government, 
and  decisions  made  by  Federal  land  managers  have  a  compelling 
influence  on  where  we  go,  whether  indeed  we  have  a  financial  fu- 
ture, or  whether  we  don't. 

And  this  is  part  of  it.  We  obviously  have  less  activity  in  oil  than 
we  had  a  number  of  years  ago.  Trona  has  been  a  very  major  part 
of  replacing  that  loss. 
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Of  course,  we're  very  pleased  with  that  industry,  and  have  been 
very  proud  of  it.  In  the  overseas  market,  of  course,  is  where  the 
growth  has  taken  place.  And  in  the  foreseeable  future,  will  be 
where  the  growth  takes  place. 

I  happen  to  be  involved  in  the  foreign  affairs  committee,  with 
Asia  and  the  Pacific  Rim.  This  is  a  great  market  for  us,  a  great 
market.  But  it  is  competitive  as  is  the  European  market. 

And  so,  I  think,  as  has  been  pointed  out  by  another  department 
of  the  Federal  Grovernment,  that  this  will  have  a  major  impact  on 
those  kinds  of  sales. 

Finally,  and  I  think  again  in  general,  it  seems  to  me  that  there's 
a  principle  here.  This  is  not  entirely  a  parochial  issue.  It's  not  en- 
tirely a  selfish  issue  on  the  part  of  Wyoming,  even  though  we  are 
the  major  players  in  this  area,  and  almost  the  exclusive  players. 

The  real  principle  is  the  multiple  use  of  public  lands,  and  how 
we  take  a  resource  that  belongs  to  everyone  and  manage  it  in  such 
a  way  that  there  is  a  local  economy,  that  there  are  jobs  created, 
the  kind  of  jobs  that  are  dependable,  and  at  the  same  time  give  a 
fair  return  to  the  owners. 

I  think  this  does  that.  We  certainly  have  to  have  the  develop- 
ment on  these  lands  if  we  are  to  have  an  economy,  if  we  are  to  be 
able  to  pay  the  taxes  and  have  a  community.  And  there  needs  to 
be  an  incentive  to  develop. 

These  are  great  capital  investments  in  these  mines.  It's  one  of 
the  few  products,  as  a  matter  of  fact,  with  volume  that  we  com- 
pletely finish  in  Wyoming.  This  goes  from  a  mineral  in  the  ground 
to  a  box  on  the  shelf.  And  we  don't  have  many  of  those  kinds  of 
products. 

This  is  our  greatest  opportunity.  When  we  talked  about  NAFTA, 
this  was  one  where  we  had  a  great  opportunity  to  increase  and  im- 
prove our  exports. 

So,  Mr.  Chairman,  I  will  close.  But  I  do  want  to  tell  you  that  I 
think  this  goes  to  that  whole  issue  that  this  committee  is  so  con- 
cerned about,  and  properly.  That  is,  the  balanced,  multiple  use  of 
public  resources.  I  suggest  to  you  that  that's  best  accomplished  by 
leaving  those  royalties  as  they  are,  by  encouraging  investment,  en- 
couraging jobs,  encouraging  exports.  And  we  can  do  that. 

Thank  you  very  much  for  having  the  opportunity  to  be  here. 

Mr.  Calvert.  Thank  you.  Senator. 

I  would  like  to  now  recognize  the  gentleman  from  Hawaii,  Mr. 
Neil  Abercrombie. 

STATEMENT  OF  HON.  NEIL  ABERCROMBIE,  A  U.S. 
REPRESENTATIVE  FROM  HAWAII 

Mr.  Abercrombie.  Thank  you,  Mr.  Chairman. 

I  have  a  statement  I'd  like  to  submit  for  the  record.  You  have  a 
long  number  in  the  other  panels  that  I  know  you  want  to  get  on 
to. 

And  I  do  want  to  express  my  thanks  to  Senators  Thomas  and 
Simpson,  and  to  the  Governor  for  appearing  here  today.  Fm  de- 
lighted to  see  you. 

We'll  certainly  try  to  work  where  all  us  small  delegations  stick 
together  if  we  can. 
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Mr.  Calvert.  Thank  you.  And  without  objection,  we'll  submit  it 
for  the  record. 

Statement  of  Hon.  Neil  Abercrombie,  a  U.S.  Representative  from  Hawaii 

Mr.  Chairman,  this  afternoon  our  subcommittee  meets  to  discuss  the  relative  fair- 
ness of  the  royalty  on  a  publically-owned  mineral  called  trona.  Trona  is  a  mineral, 
also  known  as  sodium  carbonate,  which  when  refined  into  soda  ash  is  used  to  manu- 
facture glass,  soap,  paper,  textiles  and  food.  Wyoming  dominates  the  domestic  soda 
ash  market  since  it  is  lucky  enough  to  contain  the  world's  largest  trona  deposit. 

Under  the  terms  of  the  Mineral  Leasing  Act,  the  Administration  is  authorized  to 
set  such  a  royalty  on  minerals  extracted  from  public  lands  and  to  make  adjustments 
in  the  terms  and  rates  as  warranted.  The  Federal  Government  has  been  collecting 
a  5-percent  royalty  on  trona,  while  on  adjacent  private  lands,  trona  producers  are 
paying  8  percent  to  private  landowners.  Recently,  the  Department  of  Interior  has 
considered  raising  the  royalty  from  5  percent  to  8  percent.  At  a  time  when  the  Con- 
gress is  looking  for  every  spare  penny  to  reduce  the  Federal  deficit  AND  pay  for 
a  tax  cut,  it  seems  like  the  fiscally  responsible  decision  would  be  to  applaud  this 
move  by  the  Administration  to  collect  more  revenues  fi"om  an  industry  operating  on 
public  lands. 

But,  instead,  here  in  the  Subcommittee  on  Energy  and  Minerals,  we  are  going  to 
spend  the  afternoon  listening  to  the  whimpers  and  tears  of  representatives  fi"om  cor- 
porate America  while  they  complain  of  the  "unfairness"  of  raising  the  Federal  roy- 
alty on  trona  to  8  percent — the  same  royalty  rate  they  pay  to  private  landowners. 

Not  too  long  ago,  the  Republican  majority  pushed  through  its  welfare  reform  bill. 
Today,  we  are  talking  about  corporate  welfare.  Oil  and  gas  tax  subsidies  that 
amount  to  a  zero  tax  rate;  zero  royalties  on  gold  or  silver;  and  now,  they  want  us 
to  stop  the  Department  of  the  Interior  from  raising  the  royalty  on  trona  to  a  whop- 
ping 3  points — from  a  meager  5  percent  to  8  percent;  the  same  rate  collected  on  coal 
leases  in  Wyoming. 

The  Federal  royalty  is  assessed  on  the  gross  value  of  trona  at  the  point  of  ship- 
ment to  market.  This  is  calculated,  not  at  the  point  at  which  the  trona  is  "severed" 
from  the  public  lands,  but  at  the  point  of  first  marketable  sale,  which  in  this  case, 
is  after  the  trona  has  been  refined  into  soda  ash.  Industry,  therefore,  argues  that 
they  pay  an  ad  valorem  royalty.  However,  the  tax  deduction  allowed  for  depletion 
of  the  mineral  resource  is  also  calculated  on  the  refined  product  and  I  do  not  hear 
argument  from  industry  that  the  tax  code  shoiild  be  changed.  But,  rather  than  deal 
in  fact,  industry  often  uses  doomsday  arguments  that  raising — or  imposing — a  roy- 
alty will  destroy  their  ability  to  make  a  profit.  So,  it  was  with  interest  that  I  read 
in  the  Casper  Star  Tribune,  a  Wyoming  Newspaper,  that  FMC  Corporation,  a  major 
U.S.  trona  producer,  announced  that  net  corporate  earnings  were  up  in  the  first 
quarter  of  1995,  "with  industrial  minerals,  including  soda  ash,  making  a  particu- 
larly hefty  contribution  to  the  healthy  bottom  line".  I  attach  said  article  as  part  of 
my  statement  and  request  that  it  be  included  in  the  hearing  record. 

Last  year,  the  Federal  Government  collected  $13.3  million  in  royalties  from  its 
trona  leases  in  Wyoming — half  of  which  went  to  the  State  of  Wyoming.  Because  of 
its  massive  coal,  oil,  gas  and  other  mineral  reserves,  Wyoming  generally  receives 
more  back  from  the  leasing  programs  than  any  other  State.  The  State  of  Wyoming 
charges  a  5-percent  royalty  on  its  leases  and,  in  addition,  charges  a  5.5-percent  sev- 
erance tax,  and  a  7.14-percent  property  tax  on  the  assessed  value  of  all  trona  re- 
moved from  mines  in  the  State. 

An  8-percent  Federal  royalty  could  raise  the  amount  raised  from  trona  leases  to 
about  $21  million;  which  means  that  about  $10  million  would  go  to  the  Federal 
treasury  instead  of  $6  million.  In  other  words,  we  could  raise  Federal  revenues, 
which  in  these  days  of  deficit  reduction,  should  be  a  good  thing;  raise  them  on  the 
basis  of  equity  with  the  private  sector;  cmd  provide  a  greater  share  of  returns  at 
the  State  level.  The  bottom  Une  is  fairness.  In  this  context,  fairness  is  an  8-percent 
royalty. 

Mr.  Calvert.  It  seems  like  we  have  a  lot  of  the  State  of  Wyo- 
ming here  today,  too.  So  this  is  a  subject  that  very  much,  I'm  sure, 
followed  in  the  State  of  Wyoming. 

Governor,  you  mentioned  something  that  we  found  out  in  Califor- 
nia the  hard  way,  unfortunately.  We  raised  taxes  in  California,  and 
our  revenues  actually  went  down. 
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I  read  through  your  testimony  and  elsewhere  that  you  beUeve 
that  if  the  royalty  rate  is  raised  on  trona,  the  exact  opposite  might 
occur,  that  instead  of  having  an  increased  revenue,  which  would 
obviously  work  to  your  advantage,  that  your  revenue  in  fact  may 
decline. 

Would  you  like  to  comment  on  that? 

Governor  Geringer.  Just  to  elaborate,  Mr.  Chairman. 

The  principle  here  is  that  the  domestic  market  is  flat.  So  the 
competitive  market  is  overseas,  as  we  see  it  right  now. 

In  other  words,  few  can  compete  for  the  same  track,  and  if  you're 
competing  for  a  market  that  has  some  artificial  barriers  in  it — in 
this  case,  dumping  fees  imposed  by  the  European  community  or 
other  competitive  things — if  you  increase  the  cost  of  production  and 
decrease  the  margin  of  the  company  you  get  to  the  point  where  the 
company  has  to  either  get  out  of  business  or  raise  its  rates. 

If  you  raise  the  rate,  you  decrease  the  opportunity.  So  the  net  re- 
sult over  time  is  a  decline  in  total  revenue  by  raising  the  tax. 

That's  the  fundamental  marketplace  advice  I  would  have  in  my 
testimony  and  my  presentation  today. 

An  increase  in  tax,  if  that  were  an  automatic  increase  in  reve- 
nues, perhaps  the  stopping  point  would  be  100  percent  royalty  rate. 
Then  the  government  would  obviously  maximize  revenue.  That  car- 
ries it  obviously  to  the  extreme.  At  100  percent,  no  one  would 
produce. 

So  what  is  the  proper  level? 

I  think  the  proper  level  is  determined  by  the  marketplace.  And 
the  fair  market  value  then  reflects  back  from  there. 

What  is  the  market  able  to  withstand  so  that  the  State  and  the 
Nation  can  properly  develop  its  trust  obligations  and  maximize  rev- 
enues? 

Mr.  Calvert.  Thank  you. 

One  other  question  for  any  of  you  on  the  panel.  It  seems  to  me 
that  Wyoming  is  a  major  exporter  of  many  products,  obviously, 
livestock,  farm  goods,  oil,  gas,  trona.  And  we  have  a  large  trade 
deficit  problem  in  this  country. 

So  this  is  something  that  you  believe,  obviously  all  of  you,  that 
if  we  raise  the  rate  of  tax  or  royalty  on  this  product,  that  this  will 
have  a  negative  effect  on  trona  moving  outside  of  Wyoming  and 
have  a  negative  effect  on  your  local  economy. 

Senator  Thomas.  I  don't  think,  Mr.  Chairman,  there's  any  ques- 
tion about  that.  We  do  have  a  number  of  products  that  go  into  ex- 
port markets.  But  this  is  the  major  one,  as  a  matter  of  fact. 

This  is  one  that  each  of  us — I  know  that  Senator  Simpson  and 
Senator  Wallop  before  me,  and  all  of  us  have  worked  very  hard, 
particularly  in  China,  in  Taiwan,  and  in  those  areas  of  the  Pacific 
Rim,  and  have  begun  to  develop  a  product  that  will  substitute  for 
the  artificial  one  that  is  produced  there. 

So  this  is  our  real  chance  to  have  a  major  export.  And  of  course, 
as  you  suggest,  that's  good  for  us.  But  it's  also  good  for  our  balance 
of  trade,  and  good  for  the  country. 

Mr.  Calvert.  I'd  like  to  recognize  the  gentle  lady  from  Idaho. 

Mrs.  Chenoweth.  Thank  you,  Mr.  Chairman.  I'd  like  to  yield 
some  of  my  time  to  Congresswoman  Cubin,  if  she  had  further  com- 
ments. 
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Mrs.  CUBIN.  Thank  you. 

I  don't  have  any  questions  other  than,  what  I  want  to  do  is  drop 
into  the  record  at  the  appropriate  time  the  study  from  the  U.S. 
Commerce  Department  that  we  have  all  referred  to.  And  the  study 
makes  it  very  clear  that,  in  their  opinion,  if  the  royalty  rate  is  in- 
creased, that  it  will  mean  possible  closure  of  plants,  probable  loss 
of  jobs. 

And  as  I  said  in  my  statement,  the  wording  is  very  clear  that 
that's  what  the  United  States  Department  of  Commerce  thinks 
would  happen. 

Now,  at  a  time  when  President  Clinton  is  trying  to  expand  our 
presence  overseas  in  terms  of  exports,  it  seems — I  don't  want  to  say 
ridiculous,  but  it  certainly  seems  at  least  contrary  to  the  Presi- 
dent's policy  that  one  agency  in  the  government  would  do  some- 
thing that  is  diabolically  opposed  to  what  another  agency  rec- 
ommends, especially  in  terms  of  Commerce. 

I'd  like  to  put  this  in  the  record  at  this  time.  I'd  certainly  like 
to  thank  all  our  great  gentlemen  from  Wyoming  for  being  here 
today. 

Mr.  Calvert.  Without  objection,  so  ordered. 

[The  information  provided  by  Mrs.  Cubin  can  be  found  at  the  end 
of  the  hearing.] 

Mr.  Calvert.  I  would  like  to  recognize  the  gentle  lady  from 
Idaho. 

Mrs.  Chenoweth.  Thank  you,  Mr.  Chairman. 

STATEMENT  OF  HON.  HELEN  CHENOWETH,  A  U.S. 
REPRESENTATIVE  FROM  HJAHO 

Governor,  your  State  is  one  of  the  bright  spots  under  the  present 
export  situation  that  we're  having  in  the  Northwest.  I  know  in 
Idaho  we  are  suffering  under  a  lot  of  dumping  from  Canada  of 
planed  lumber  and  grains,  and  livestock.  It's  hurting  us.  It's  hurt- 
ing Montana.  So  I  take  heart  at  what  could  be,  and  what  you  have 
built  in  your  State.  And  it  truly  is  a  bright  spot. 

But  let  me  say  that  I  was  taken  with  the  fact  that  when  you,  the 
Governor  of  the  State,  asked  the  Federal  agency  for  information 
with  regard  to  their  fees  and  justification  for  increasing  their  fees, 
you  were  not  given  the  information  that  you  asked  for. 

I  do  want  to  say  that,  if  the  Chairman  does  not  object,  that  we 
would  like  to  stand  ready  to  help  you  any  way  we  can  acquire  the 
information  that  you  need. 

So  without  objection,  Mr.  Chairman,  I'd  like  to  see  if  we  might 
be  able  to  work  with  the  Governor  with  the  necessary  questions. 

Mr.  Calvert.  Certainly. 

Governor  Geringer.  Thank  you. 

Mr.  Chairman,  to  respond  in  part,  I  might  mention  that  I  have 
contacted  Assistant  Secretary  Armstrong.  He  has  mentioned  his 
willingness  to  cooperate.  We  intend  to  follow  up  on  that  again. 

Again,  the  idea  of  collaboration  and  cooperation  is  very  important 
to  me  in  this  issue,  because  Wyoming  has  an  equal  interest  in  the 
royalties  generated  from  the  sale  of  the  product.  And  we  would  bal- 
ance that  interest  against  the  economic  considerations  and  our  de- 
termination of  market  value. 
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If  that  can  be  assured,  then  I  look  forward  to  that  exchange  and 
that  opportunity. 

I  certainly  appreciate  the  committee's  willingness  to  assist  in 
that  regard. 

Mrs.  Chenoweth.  Thank  you,  Governor.  Thank  you,  Mr.  Chair- 
man. 

Mr.  Calvert.  Thank  you. 

The  gentleman  from  Hawaii. 

Mr.  Abercrombie.  Thank  you  very  much,  Mr.  Chairman. 

Governor,  I'm  interested  in  the  royalty  question.  The  State  of 
Wyoming  charges  a  5  percent  royalty  on  its  leases;  is  that  correct? 

Governor  Geringer.  That's  correct. 

Mr.  Abercrombie.  Is  that  based  on  a  current  lease  of  5  percent, 
a  figure  that  the  Department  of  Interior  is  recommending  to  be 
raised,  8  percent? 

What  I'm  asking  is,  where  does  the  5  percent  figure  come  from? 

Governor  Geringer.  The  5  percent  is  comparable. 

Mr.  Abercrombie.  Is  it  historical? 

Governor  Geringer.  Mr.  Chairman,  that  is  historical,  and  that 
represents  another  element  of  the  market,  if  you  will,  because 
State  lands  are  the  lands  given  to  the  State  in  trust  to  generate 
income  for  the  schools  and  the  public  institutions. 

So  we  have  a  fiduciary  responsibility  as  the  State  in  managing 
the  lands,  and  managing  the  income,  or  generating  the  income 
from  those  lands. 

By  our  determination,  the  5  percent  is  a  fair  return  to  the  trust 
that  we  administer  at  the  State  level. 

Mr.  Abercrombie.  Then  you  charge  a  severance  tax.  Is  that  in 
addition? 

Governor  Geringer.  That's  charged  on  other  minerals  as  well. 

Mr.  Abercrombie.  And  I  presume  property  taxes,  if  those  are 
leased  out  to  private  entities? 

Governor  Geringer.  There's  severance  tax,  ad  valorem  or  prop- 
erty tax,  and  there's  the  royalty  in  addition  to  that.  So  in  totad,  for 
the  trona  industry,  it's  over  50  percent  of  what  their  current  mar- 
gin is. 

Mr.  Abercrombie.  Now,  have  you  calculated — I  guess  calculate 
is  the  wrong  question.  But  have  you  taken  into  account  or  tried  to 
take  into  account,  then,  your  estimations  that  there  might  be  job 
losses  or  income  losses  or  competitive  losses  with  respect  to  the  de- 
pletion allowance,  or  the  deduction  for  income  taxes  based  on  what 
the  royalties  are  and  what  the  income  is? 

Governor  Geringer.  Mr.  Chairman,  if  that's  in  regard  to  Union 
Pacific,  then  perhaps  that  in  terms  of  Wyoming,  there  is  no  income 
tax.  We  have  no  corporate  income  tax,  no  State  income  tax. 

Mr.  Abercrombie.  I  was  referring  to  the  Federal  tax.  Aren't  you 
allowed  to  deduct  the  royalty  payments  from  those  taxes  that 
might  otherwise  be  charged  Federal  income  taxes? 

Governor  Geringer.  I'll  have  to  yield  that  to  the  companies. 

Mr.  Abercrombie.  I  don't  mean  the  State. 

Governor  Geringer.  The  State  does  not. 

Mr.  Abercrombie.  The  companies  don't? 

Governor  Geringer.  I  would  yield  to  the  companies  to  answer 
"that  question.  But  it  has  no  effect  on  the  State. 
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Mr.  Abercrombie.  I'm  interested  in  the  competitiveness  of  the 
industry.  That's  the  point  that  was  raised.  If  the  royalty  went  from 
5  percent  to  8  percent,  then  that  might  have  an  adverse  effect.  And 
I  just  wondered  what  the  relationship  might  be  to  the  existing 
practice  of  being  able  to  deduct  the  royalty  payments  from  IRS  re- 
sponsibilities. 

Governor  Geringer.  If  I  understand  the  question,  perhaps  it 
means,  if  the  royalty  is  raised  to  8  percent,  then  that  is  deducted 
so  that  the  income  tax,  the  Federal  income  tax  then,  would  be 
lower,  and  thus  offset.  The  impact  would  be  on  the  State  of  Wyo- 
ming. 

It  would  be  in  part  on  the  company,  because  I  don't  believe  it's 
a  one  for  one.  But  it  would  have  a  detrimental  effect  on  the  State, 
because  the  State's  share  of  the  royalties  would  decline  in  that  case 
if  it  were  competitive. 

Mr.  Abercrombie.  I  think  it  might  be  the  opposite,  because  I 
think  the  State  gets  its  income  up  front,  based  on  the  8  percent 
royalty.  The  question  from  me  was,  is  whether  or  not  there  had 
been  some  discussion  with  the  companies  as  to  what  the  impact  of 
moving  from  5  percent  to  8  percent  would  be  with  respect  to  that 
which  is  allowed  to  be  deducted  from  their  taxes. 

I  realize  you  might  not  be  able  to  answer  that  right  now.  I  raise 
the  question  principally  for  purposes  of  trying  to  determine  what 
the  overall  economic  impact  of  all  the  laws  between  severance  taxes 
and  income  tax  deductions  and  royalty  payments  changing  from 
one  percentage  to  another.  We  might  be  dealing  with  apples  and 
oranges  until  we  are  able  to  get  all  the  fruits  and  vegetables  lined 
up  in  proper  sequence. 

Governor  Geringer.  And  the  nuts  perhaps,  Mr.  Chairman. 

I  would  yield,  Mr.  Chairman,  to  those  who  would  follow  as  wit- 
nesses. They  would  be  much  better  prepared  to  answer  that  ques- 
tion. 

Mr.  Abercrombie.  Thank  you  very  much. 

Mr.  Calvert.  If  there  are  no  further  questions  of  this  panel,  I'd 
like  to  thank  the  Governor  for  coming  out  from  the  Great  State  of 
Wyoming,  Grovemor  Geringer,  and  thank  the  two  Senators  for 
being  here  today. 

Next,  I  would  like  to  introduce  Bob  Armstrong,  Assistant  Sec- 
retary, Department  of  Interior. 

Mr.  Secretary,  you  may  begin. 

STATEMENT  OF  HON.  BOB  ARMSTRONG,  ASSISTANT 
SECRETARY,  DEPARTMENT  OF  INTERIOR 

Mr.  Armstrong.  Before  I  begin,  let  me  just  say,  if  anyone  ever 
asks  me  how  to  draw  a  big  crowd  in  Wyoming,  I  think  I  have  at 
least  one  answer. 

Mr.  Chairman,  members  of  the  committee,  let  me  also  address 
one  question  because  it's  a  very  serious  question,  that  has  been 
raised  on  a  couple  of  occasions.  And  that  is  the  difficulty  that  peo- 
ple have  had  obtaining  information  from  the  BLM  on  this  particu- 
lar issue. 

As  you  know  if  you  deal  with  resources  very  much,  where  the 
people  with  whom  you  deal  are  competitive,  it  is  extremely  impor- 
tant to  them  that,  if  they  tell  you  something,  you  don't  run  to  their 
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competitors  and  tell  them  that.  We  find  this  in  all  of  the  businesses 
that  we  do. 

When  I  first  received  the  FOIA  request  fi*om  Representative 
Cubin,  my  initial  response  was  to  say,  "Look,  just  come  on  over 
here.  I'll  show  you  anything  I've  got,  if  you  would  like  to  see  it." 
And  we  will. 

We  do,  however,  have  certain  information  that  is  given  to  us 
with  the  full  understanding,  because  it  is  competitive,  that  it  not 
be  released. 

One  of  the  rules  is,  whether  you're  dealing  with  Congresspeople, 
with  governors,  senators,  or  anybody  else,  one  of  the  reasons  you 
don't  release  it  is  because  if  it  ever  then  got  out,  whether  they  re- 
leased it  or  not,  there's  always  a  chance  that  somebody  would  say 
they  were  the  ones. 

So  these  are  the  reasons  for  these  rules,  as  I'm  sure  you  know. 

Let  me  point  out  that,  in  response  to  the  Governor's  request,  on 
the  19th  of  this  month,  we  sent  somebody  over  who  met  with  Cyn- 
thia Lummis  of  his  staff  to  talk  about  all  the  things  we  could  talk 
about  in  this  issue.  So  we  would  like  to  be  as  forthcoming  as  you 
want  us  to  be  about  how  we  do  this. 

And  I  think  that's  appropriate,  although  we  have  the  ultimate  re- 
sponsibility for  making  the  decision.  We're  certainly  hopeful  that 
we  can  exchange  ideas  with  any  of  you,  as  we  have  already  done 
in  several  instances  with  the  delegation,  about  this  issue. 

Let  me  just  briefly  summarize  a  written  statement  that  I  have 
by  saying  that  we  didn't  just  decide  to  do  this.  Over  a  period  of 
time,  starting  in  1976,  the  royalty  which  was  charged  by  our  next- 
door  neighbor  in  all  of  this  endeavor,  which  is  Union  Pacific,  was 
raised  to  8  percent.  And  every  successive  contract  they  have  nego- 
tiated since  1976,  almost  without  exception,  has  been  at  8  percent. 

During  this  period  of  time,  we  have  not  done  a  lot  of  new  leases, 
although  we  have  done  some.  There  were  also  some  FMC  leases 
that  UP  had  that  still  exist,  and  they  were  at  5  percent. 

There  are  some  5  percent  leases  that  FMC  has  had  since  1948 
covering  20  sections.  It's  a  single  lease  for  20  sections,  12,800  acres. 
There  is  a  1962  lease  at  5  percent  covering  20  sections.  And  there's 
General  Chemical,  a  7.5  percent  lease.  But  that  number  sort  of 
went  out  of  style  with  UP  in  1976.  And  all  their  percentages,  royal- 
ties, from  then  on  became  8  percent. 

So  the  question  was,  is  this  an  appropriate  kind  of  thing  to  have 
your  next-door  neighbor  charging  that  kind  of  royalty  rate,  if  in 
fact  the  statute  says — and  it  does — that  the  public  lands  and  re- 
sources are  to  be  leased  at  market  value? 

Is  it  appropriate  for  us  to  look  around  and  see  what  market 
value  might  be?  And  the  answer,  we  came  to  the  conclusion,  was 
it's  appropriate  to  look.  And  that's  what  we've  been  doing. 

In  the  process,  there  are  some  people  who  have  said,  'Tou  really 
need  to  stay  with  your  statute  and  look  at  market  value,  and  go 
on."  It's  inappropriate  for  you  to  have  to  go  look  at  what's  happen- 
ing in  the  world  market  in  oil  and  gas  or  anything  else,  and  trona, 
to  look  at  imports  or  exports,  because  it  leads  to  a  task  that's  very 
difficult  for  us  to  follow. 

We're  sitting  here  with  an  office  in  a  comer  of  Wyoming.  And  are 
they  supposed  to  really  look  at  the  world  market  and  do  everything 
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before  they  make  a  decision?  Or  are  they  just  to  try  to  see  what 
market  value  is  and  follow  that  rule,  which  is  generally  what  we 
do  with  the  leasing  of  most  of  the  other  minerals? 

But  I  think  we  now  certainly  are  aware.  We  have  a  letter  from 
Commerce.  We  have  a  letter  from  the  Trade  Commission.  Both  of 
them  say,  "Be  very  careful  about  what  you  do,  and  at  least  take 
into  consideration  the  effect  you're  going  to  have  on  the  foreign 
market  when  you  make  your  decision. ' 

I  don't  believe  they've  said  anything  stronger  than  that  in  the 
two  letters  that  I  have  received  since  we've  been  dealing  with  this. 

So  we  would  look,  and  will,  and  have,  at  what  happens.  What 
you  find  out  is,  the  foreign  market  has  increased  rather  nicely.  Be- 
tween 1993  and  1994,  it  increased  by  16  percent.  One  percent  of 
that  was  in  Europe.  Fifteen  percent  of  that  increase,  I  believe,  took 
place  elsewhere.  Elsewhere,  I  think,  principally  to  the  east. 

But  there  has  been  at  least  in  that  year  a  growth  potential  in 
the  foreign  markets. 

There  are  a  lot  of  things  we  could  do  to  deal  with  this  problem, 
with  the  possibility  of  either  dumping  charges,  which  occur  in  this 
particular  industry,  and  which  we're  aware  of.  One  of  the  things 
is,  you  could  have  a  sliding  increase.  And  if  the  increase  was  not 
having  the  kind  of  effect  you  wanted  it  to  have,  you  could  stop  it. 

We  can  always  grant  royalty  relief.  I  am  disinclined  to  grant  roy- 
alty relief  after  I  heard  the  Grovemor's  story  about  what  happens 
to  people  who  do,  than  I  was  before  I  heard  his  story.  But  at  least 
we  can,  under  the  statute,  let  me  say. 

But  I  really  think  that  that  is  the  flexibility  that  we  have,  that 
we'll  take  into  consideration  some  of  these  outside  factors,  and  we 
do  this  when  wells  play  out.  We  do  this  in  many  different  instances 
where  we  think  it's  more  advantageous  to  have  production  and  less 
royalty,  than  no  production  at  a  higher  royalty. 

There  is  no  rational  reason  why  we  would  want  to  lose  jobs;  why 
we  would  want  to  diminish  the  capability  of  selling  this  product  at 
home  or  overseas,  because  then  we  wouldn't  make  any  money. 

Let  me  just  say  that  there  may  be  some  difference  of  opinion 
about  whether  one  thing  or  another  will  happen.  But  I  assure  you 
there  is  no  difference  of  opinion  in  the  desire  to  keep  this  as  a 
product  that  sells,  and  is  a  viable  product  for  export,  or  for  use  at 
home. 

So  I  think  what  we  would  like  to  do  is,  we're  going  to  hold  a 
lease  sale  because  we  have  to.  We  have  deferred  this  lease  sale, 
and  we  have  deferred  renewing  our  existing  leases,  which  come  up 
every  10  years  and  which  have  been  on  hold  for  almost  2  years 
now,  while  we  look  at  the  overseas  situation. 

Some  of  that  has  resolved.  But  at  some  point,  we  need  to  make 
a  decision.  And  we  think  that  that  decision  needs  to  be  based  on 
what  will  be  a  proper  return  for  the  taxpayers  of  the  United  States, 
as  well  as  something  that  will  keep  the  industry  viable. 

That's  a  hard  chore.  It's  obviously  subject  to  some  difference  of 
opinion.  But  I  don't  think  it's  an  impossible  decision  to  make.  I've 
made  these  decisions  in  terms  of  royalties  and  that  sort  of  thing 
most  of  my  adult  life. 

And  to  my  knowledge,  I  don't  think  anybody  has  gone  out  of 
business  because  of  the  decisions  we've  made.  They've  gone  out  of 
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business  because  of  market  factors  or  huge  drops  in  prices  for  var- 
ious commodities  and  that  sort  of  thing. 

But,  generally  speaking,  we  think  we  will  do  this  and  reach  an 
appropriate  number  and  an  appropriate  way  to  gain  the  balance 
that  we're  tr3dng  to  gain. 

So  I  will  stop  now  and  ask  if  you  have  any  questions. 

Mr.  Calvert.  Thank  you,  Mr.  Secretary.  I  think  everyone  up 
here — I  can't  think  of  any  exceptions — desires  to  have  a  fair  market 
value  for  any  leasehold  interest  that  the  United  States  Treasury  is 
involved  in. 

I  guess  the  questions  are,  how  do  we  establish  fair  market  value? 
We  just  heard  from  the  Governor  of  the  State  of  Wyoming,  and 
their  two  United  States  Senators. 

As  you  know,  the  State  of  Wyoming  shares  in  the  revenue  for  the 
trona  that's  mined  in  that  State.  So  theoretically,  if  the  Federal 
Government  can  collect  more  tax  or  more  royalty  from  trona  that's 
derived  from  that  State,  then  Wyoming  would  benefit  in  effect  be- 
cause they  would  receive  this  additional  revenue. 

What's  your  opinion  of  that?  Why  would  the  Governor  and  the 
two  Senators  be  here  to  testify,  to  say  that  in  their  mind,  that  the 
revenue  would  decline,  based  upon  what  they  know  today  that 
would  put  them  possibly  in  less  of  a  competitive  position? 

Mr.  Armstrong.  Well,  governors  do  things  for  various  reasons. 
He  talked  about  value-added.  It  might  be  that  he  could  get  more 
money  for  the  State  of  Wyoming  if  it  became  a  situation  where  he 
could  tax  that  value  added  at  a  higher  rate  without  the  royalty  in- 
crease, then  he  would  get  from  his  half  of  the  royalty. 

At  one  time  we  had  a  governor  who  wanted  to  wait  on  this,  be- 
cause he  was  thinking  about  taxing  with  a  property  tax  the  equip- 
ment that  belonged  to  the  companies.  And  he  said,  "Don't  raise  the 
royalty  because  I  might  be  able  to  do  better  with  an  increase  in  the 
property  tax,  perhaps." 

That  was  before  the  legislature  at  that  time.  So  that  would  be 
one  suggestion  that  a  governor  might  have  for  having  a  differing 
viewpoint  from  us. 

The  other  thing  is,  however,  that  I  think  we  paid  to  the  State 
of  Wyoming  $215  million  last  year  to  revenues  that  we  are  splitting 
with  them  from  production.  This  is  a  very  incremental  increase.  If 
my  memory  is  correct,  if  you  went  to  the  full  8  percent — and  let 
me  tell  you,  that's  the  worst  case  situation  that  everybody  uses. 

But  if  you  went  to  the  full  8  percent  on  everything  that  we're 
doing,  we  would  have  a  figure  of  about  $8  million  in  terms  of  an 
increase  spread  over  4  companies,  $2  million  apiece. 

If  you  look  at  1  percent  of  the  present  price  of  $70,  you're  talking 
about  a  70-cent  increase.  So,  I  think  that's  the  perspective  that 
we're  dealing  with  right  now. 

I  would  just  have  to  say  one  other  thing.  The  State  of  Wyoming 
doesn't  hesitate  to  charge  more  than  we  charge  for  grazing,  for  ex- 
ample. And  there  are  just  differences  between  what  States  charge 
and  what  we  charge.  And  I  think  that's  what  we're  trjdng  to  figure 
out  here  is,  what's  the  appropriate  number? 

Mr.  Calvert.  I  can't  comment  for  Wyoming.  I'll  leave  that  for  the 
gentle  lady  from  Wyoming  to  talk  about. 
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But  I  know  in  California,  for  instance,  where  we  may  have  State 
lands  and  BLM  property,  there  may  be  differences  in  the  quality 
of  the  property.  If  you  mention  grazing,  for  instance,  it  may  be  that 
the  land  that  is  being  leased  in  Wyoming — and  I  don't  know  this — 
may  be  of  better  value.  And  so  they  can  receive  a  higher  income. 

But  I'll  leave  that  for  comment  later  on. 

But  I  don't  know  the  margins  within  the  sodium  carbonate  busi- 
ness or  the  trona  business.  And  whether  or  not  an  incremental  in- 
crease in  that  industry,  industry-wide,  is  of  major  concern,  or  of 
small  concern. 

But  we'll  be  able  to  hear  from  them  later  on  and  get  their  side 
of  the  story. 

With  that,  I  would  like  to  recognize  the  gentleman  from  Hawaii. 

Mr.  Abercrombie.  Thank  you,  Mr.  Chairman. 

Mr.  Armstrong,  I  just  wanted  to  make  certain  what  your  charge 
was.  It  seems  that  if  you're  in  the  Department  of  Interior  in  the 
western  part  of  the  country  these  days,  you're  taking  your  lumps — 
not  you  necessarily  personally. 

But  I  do  want  to  say  that  the  westernmost  part  of  the  country 
presently  is  in  Hawaii.  And  we  have  only  good  things  to  say  at  this 
stage  about  Interior.  It  may  be  that  people  are  happy  to  be  placed 
in  Hawaii  to  carry  out  their  work  effort,  and  they  show  that  by 
being  princes  instead  of  frogs. 

But  you  being  in  Wyoming  at  the  present  time,  is  it  the  case 
then  that  you're  saying  that  the  8  percent  figure  is  a  figure  that 
you  arrived  at  which  you  believe  represents  the  fair  market  value 
that  can  be  charged  that  is  not  anti-competitive,  that  is  not  under- 
mining the  industry,  that  is  not  likely  to  cause  job  loss  and  so  on, 
and  that's  the  reason  you've  chosen  that  figure,  and  that  it  is  com- 
parable, as  a  result,  with  what  private  industry  and  other  leases 
are  charging  and  prospering  with? 

Mr.  Armstrong.  Mr.  Abercrombie,  we  have  not  chosen  a  figure 
at  this  point. 

Mr.  Abercrombie.  My  understanding  is  that  8  percent  is  what's 
being  proposed. 

Mr.  Armstrong.  Eight  percent  is  what  is  being  charged  basically 
for  new  leases.  And  leases  have  sold  at  8  percent  by  the  Union  Pa- 
cific, which  is  our  next-door  neighbor  since  1976. 

Now,  we  have  a  wide  variety  of  choices  about  what  we  would 
charge.  Let  me  point  out,  there  are  two  categories  that  we're  look- 
ing at.  We  have  some  interest  in  new  sales  of  new  tracts  within 
this  checkerboarded  area  where  the  trona  is.  And  we  also  have  a 
high  number,  a  very  high  number,  of  leases  that  are  up  for  re- 
newal. 

And  every  10  years,  we  look  at  those  leases  to  see  what  the  ap- 
propriate renewal  rate  should  be,  and  that  is  the  other  big  cat- 
egory. 

Let  me  say,  from  the  industry's  point  of  view,  I  think  they're  far 
more  interested — maybe  they'll  tell  you  this — in  what  we  renew  at 
than  what  we  do  on  our  new  leases. 

Mr.  Abercrombie.  But  hasn't  the  percent  figure  from  your  own 
testimony  been  the  benchmark  for  some  time  now? 
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Mr.  Armstrong.  Eight  percent  is  the  comparable  figure  that  our 
neighbors  are  getting  from  new  leases.  They  also  have  some  leases 
at  5  percent,  and  at  7.5  percent,  as  I  pointed  out. 

Mr.  Abercrombie.  You  said  they  were  rather  small.  I'm  referring 
in  your  own  testimony  in  December  of  1992,  the  BLM  State  office 
announced  that  BLM  would  be  raising  the  sodium  royalty  rate 
from  5  to  8  percent  on  all  new  and  renewed  sodium  leases  effective 
January  19,  1993. 

That  was  rescinded  and  then  postponed,  right? 

Mr.  Armstrong.  I  beg  your  pardon,  sir? 

Mr.  Abercrombie.  Then  it  was  rescinded  and  postponed? 

Mr.  Armstrong.  That  was  done  in,  I  think,  1993  is  correct,  two 
years  ago.  And  that  sale  was  rescinded  and  postponed  principally 
because  we  wanted  to  look  at  what  was  going  on. 

Mr.  Abercrombie.  Then  you  go  on  to  say  that  you  concluded  it 
was  justified  and  fair.  I  mean,  I  don't  want  to  argue  about  the  8 
percent,  if  you  want  to  change  it.  I'm  just  trying  to  move  on  here. 
Eight  percent  is  a  figure  that  people — can  we  look  at  that? 

There's  not  much  sense  in  holding  a  hearing  if  you  say,  "Well, 
we  don't  know  what  we  want  to  charge  yet." 

Mr.  Armstrong.  The  situation  is,  if  you  look  at  comparable 
sales,  those  comparable  sales  are  at  8  percent. 

Mr.  Abercrombie.  OK.  So  you  would  consider  that  fair  market 
value? 

Mr.  Armstrong.  We  would  consider  that  new  sales.  That  would 
be  the  number  we  would  look  at.  But  I  want  to  differentiate  be- 
tween that  and  the  older  sales.  And  I  might  be  compelled,  as  a  re- 
sult of  this  hearing,  to  look  at  another  number.  We'll  see. 

Mr.  Abercrombie.  You  see,  I'm  a  little  confused  now,  because  if 
you  want  to  take  a  look  at  the  fair  market  value  at  the  previous 
time,  I  can  show  you  land  in  Hawaii  that  was  bought  for  pennies 
which  could  sell  at  several  hundred  dollars  a  square  foot  now. 

So  I  mean,  it's  fine  with  me. 

If  you  want  to  take  the  position  that  the  United  States  govern- 
ment is  going  to  sell  land  at  what  it  was  originally  paid  for,  for  ex- 
ample, that's  fine  with  me.  We'll  take  it. 

Part  of  our  difficulty  is  that  government  has  come  in  and  bought 
land  at  one  price,  or  controlled  it  at  one  price,  and  now  says  it  has 
to  be  fair  market  value.  The  military  tells  us  that.  And  that  puts 
States  like  Wyoming,  and  Hawaii  for  that  matter,  at  a  severe  dis- 
advantage. We  don't  have  the  tax  base  to  do  that. 

But  if  you  have  something  like  this  mineral,  we  certainly  don't 
have  any  resource  like  that.  The  only  mineral  we  had  like  that  was 
sandalwood,  and  that  all  got  sold  off. 

And  so  here,  if  I  understand  the  testimony  correctly,  this  mineral 
is  available  for  perhaps  hundreds  of  years  into  the  future  in  terms 
of  its  use.  Therefore,  the  royalty  payment,  inasmuch  as  we're  talk- 
ing about  Federal  land  here,  is  very,  very  important. 

It  has  to  be  established.  And  I  want  to  try  and  do  the  right  thing 
here. 

If  8  percent  is  generally  accepted  from  your  point  of  view  as 
being  a  reasonable  number,  I  want  to  go  from  that  point.  Other- 
wise, there's  not  much  sense  in  my  participating. 
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Mr.  Armstrong.  Let  me  suggest  that  it  should  be  between  5  and 
8  percent,  and  that's  what  we  re  trying  to  figure  out  here,  what  the 
fair  market  value  is. 

I  thought  you  would  look  next  door  at  comparable  sales,  which 
is  what  our  statute  charges  us  to  do.  And  I  have  had  very  severe 
arguments  about  that  from  many  of  the  people  who  are  sitting  in 
this  room. 

Mr.  Abercrombie.  I  understand  that.  But  you're  being  paid  to 
hear  severe  arguments,  and  so  am  I. 

Now,  if  we're  going  to  determine  what  fair  market  value  is,  then 
we  don't  need  the  Department  of  Interior.  We  can  argue  it  out 
here. 

All  I  want  to  know  is  what  your  recommendation  is  going  to  be, 
and  then  we'll  figure  out  what  we  can  do.  Do  you  think  that's  fair? 

Mr.  Armstrong.  I  think  that  is  fair. 

What  I  want  to  say  to  you  is  that  we  are  not  prepared  at  this 
hearing  to  make  that  recommendation. 

Mr.  Abercrombie.  OK.  Will  you  be  prepared  at  some  point  so 
that  the  Chairman  can  move  or  not  move  on  the  legislation,  as  he 
will? 

Mr.  Armstrong.  My  guess  is  that  we  will  have  a  lease  sale  for 
at  least  four  sections  within  two  or  three  weeks. 

Mr.  Abercrombie.  Thank  you,  Mr.  Chairman. 

Mr.  Calvert.  Before  I  move  on  to  the  gentle  lady  from  Wyoming, 
when  we  get  into  relative  values,  one  thing  to  point  out,  since  this 
is  a  royalty,  royalties  are  based  at  market  value  of  the  commodity 
at  the  time  of  the  market  sale;  isn't  that  correct,  Mr.  Secretary? 

Mr.  Armstrong.  That's  correct. 

Mr.  Calvert.  So  as  values  inflate  over  time,  then  whatever  the 
royalty  rate  or  tax  rate  is  charged,  that's  a  constant  based  upon  the 
time  at  the  collection  of  the  number. 

Mr.  Armstrong.  Yes,  sir. 

Mr.  Calvert.  Also  an  issue  would  be,  what  is  comparable?  Real- 
ly the  gentleman  from  Hawaii  is  correct.  What  we  have  to  judge 
is,  what  is  comparable?  That's  your  job,  to  judge  what  is  com- 
parable. Is  the  quality  of  the  ore  body  the  same  quality  as  the  next 
property  owner? 

Obviously  that's  why  we  have  a  Department  of  Interior  to  make 
those  types  of  judgments.  That's  why  we're  having  these  hearings, 
to  make  sure  this  is  being  done  fairly,  and  so  forth. 

With  that,  I  would  like  to  introduce  the  gentle  lady  from  Wyo- 
ming. 

Mrs.  CUBIN.  Thank  you,  Mr.  Chairman. 

I'm  having  a  hard  time  with  this,  trying  to  be  calm.  But  I  just 
have  heard  things  that  tend  to  upset  me. 

One  thing  was  that  the  Department  of  Commerce  study  was 
somewhat  weak  and  just  issued  kind  of  a  bland  statement  that 
they  didn't  think  it  would  be  very  good  to  raise  the  rates. 

But  I  entered  the  Department  of  Commerce  study  into  the 
record,  and  I'd  like  to  read  some  quotes  from  that  study. 

Mr.  Armstrong.  Excuse  me.  May  I  interrupt  just  to  say  that  the 
statement  I  made  talked  about  the  Department  of  Commerce  letter 
which  we  received,  and  the  trade  representative's  letter,  which  we 
received,  not  the  studies. 
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Mrs.  CUBIN.  Have  you  read  the  study,  Mr.  Secretary? 

Mr.  Armstrong.  I  have  seen  the  study.  I  have  not  read  it  all  the 
way  to  the  bottom.  But,  yes,  I  have. 

Mrs.  CUBIN.  Then  just  let  me  read  this  to  you,  because  this  is 
important. 

"The  U.S.  industry  is  highly  dependent  on  exports  for  its  finan- 
cial health.  Raising  the  royalty  rate  is  likely  to  result  in  dumping 
duties  on  U.S.  exports  and  a  loss  of  this  major  market. 

"The  Administration's  credibility  in  current  negotiations  to  re- 
duce tariffs  and  other  taxes  on  imports  would  be  impaired  by  rais- 
ing our  own  taxes  affecting  exports,  and  imposing  additional  royal- 
ties on  U.S.  firms  in  the  current  weak  market  situation  would  be 
self-defeating,  given  the  protectionist  policies  encouraging  further 
development  of  their  competitors  overseas." 

I  don't  know  how  strong  a  statement  can  be.  And  this  is  one 
branch  of  government  talking  to  another.  To  me,  that's  about  as 
strong  as  it  can  get. 

I  was  disturbed  when  you  made  the  statement  that  governors  do 
things  for  different  reasons,  and  you  don't  know  why  Governor 
Geringer  had  proposed  to  raise  the  royalties,  or  why  Governor 
Geringer  wasn't  supporting  this  increase  in  royalties. 

Well,  number  one,  I  think  Governor  Geringer  is  listening  to  Unit- 
ed States  trade  and  the  United  States  Department  of  Commerce. 
They  are  the  experts.  And  he  cares  what  happens  to  his  State. 

You  referred  to  a  former  governor  who  said,  "Well,  don't  raise 
these  royalties  on  us  because  I  want  to  be  able  to  raise  taxes  on 
the  equipment.  I  want  to  be  able  to  raise  ad  valorem  taxes." 

Now,  would  you  argue  with  me  if  I  suggested  that  that  wasn't 
done — that  was  Governor  Sullivan  most  recently  who  said  that, 
and  that  that  wasn't  done  for  political  reasons;  that  the  BLM  did 
not  raise,  or  even  bring  up  raising  those  royalty  rates  at  that  time 
because  the  governor  was  running  for  another  seat  and  it  would 
have  looked  bad  for  him?  Will  you  argue  with  me  that  that  was  the 
situation? 

Mr.  Armstrong.  Everybody  was  running  that  year,  and  every- 
body had  ideas  about  what  ought  to  happen  in  the  trona  patch. 

But  I  was  told  that  the  initial  gubernatorial  worry  about  raising 
those  royalty  rates  was  because  it  would  deprive  the  governor  of 
the  opportunity  to  pass  a  tax.  And  I  don't  know  if  it  was  a  tax  just 
on  this  equipment.  It  might  have  been  on  equipment  across  the 
State. 

But  I  did  not  look  any  further  than  that.  If  we  were  going  to  tax 
it  that  way,  I  would  wait.  The  plain  fact  was,  they  lost  on  that  ef- 
fort. 

Mrs.  CUBIN.  But,  Mr.  Secretary,  what  does  raising  the  ad  valo- 
rem tax  have  to  do  with  the  fair  market  value? 

Mr.  Armstrong.  None.  I  said  that  was  a  reason  a  governor 
might  ask  you  to  do  something,  to  look  silly,  because  most  gov- 
ernors wouldn't  ask  you. 

Mrs.  Cubin.  But,  Mr.  Secretary,  you  did  not  propose  increasing 
"those  royalty  rates  at  the  time  because  he  was  thinking — if  it  were 
not  an  election  year,  he  was  thinking  he  would  have  raised  the  ad 
valorem  tax.  And  so  you  never  even  proposed  it  under  that  political 
climate. 
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Mr.  Armstrong.  People  pushed  us  to  raise  this.  And  our  re- 
sponse at  that  time  was  that  we 

Mrs.  CUBIN.  Wanted  to  lay  back  and  not  do  it. 

Mr.  Armstrong.  That  we  wanted  to  look  at  what  was  happening 
in  the  foreign  market,  which  was  what  we  talked  about. 

Mrs.  CUBIN.  But  that's  neither  here  nor  there. 

Mr.  Armstrong.  If  we'd  gone  ahead  and  raised  it,  I  guess  we 
wouldn't  be  here  today. 

Mrs.  CUBIN.  You  stated  you  think  it's  inappropriate  to  look  at 
imports  or  exports  when  you're  determining  what  market  value  is? 
And  again,  to  follow  up  with  what  Chairman  Calvert  said,  you  said 
market  value.  Were  you  talking  market  value,  or  were  you  talking 
fair  market  value? 

Mr.  Armstrong.  The  statute  says  that  we  are  to  get  fair  market 
value  for  the  use  of  the  resources  of  the  United  States.  We  have 
a  secondary  regulation,  I  believe  it  is,  that  says  that  the  best  indi- 
cator of  fair  market  value  is  to  look  at  comparable  sales.  And  that's 
one  of  the  things  that's  very  difficult  for  some  people  to  understand 
is  why,  when  your  nextdoor  neighbor  gets  X,  why  you  don't  get  X. 

Mrs.  Cubin.  I've  sold  real  estate  in  the  past,  and  I  know  how 
that  works  on  houses.  And  I  think  most  people  here  know  how  that 
works  on  houses. 

We're  talking  about  fair  market  value.  We're  talking  about  a 
willing  buyer  and  a  willing  seller,  under  no  pressure,  to  make  an 
arm's-length  deal,  all  right? 

Mr.  Armstrong.  In  houses,  I  think  that's  right.  It's  not  right  in 
trona. 

Mrs.  Cubin.  Why  isn't  it  right  in  trona? 

Mr.  Armstrong.  Because  trona  is  all  in  one  place,  and  it  has 

Mrs.  Cubin.  And  it  only  has  one  comparable,  right?  And  so  what 
it  has,  we  have  a  government  monopoly,  and  we  have  a  private  mo- 
nopoly. And  so,  when  some  of  these  leases  were  written,  as  you 
know,  the  leases  were  based  on  the  Federal  rate. 

When  some  of  the  UP  leases  were  written,  they  were  based  on 
the  Federal  rate.  And  they  said,  "If  the  Federal  rate  goes  up,  then 
this  private  rate  will  go  up."  So  there  are  leases  out  there  where, 
if  you  should  raise  the  Federal  rates  to  8  percent,  all  of  the  UP 
rates  would  probably  go  to  8  percent,  and  some  will  go  above  8  per- 
cent. 

Then  you  can  look  at  your  neighbor  and  you  can  say,  "Oh,  well, 
now,  the  UP  is  getting  10.5  percent."  So  we  will  say  that  fair  mar- 
ket value  is  now  10.5  percent. 

In  other  words,  what  you  are  calling  fair  market  value  is  actually 
the  highest  rate,  because  there's  no  other  comparable. 

So  in  situations  like  that,  you  have  to  look  at  other  indicators. 
You  have  to  look  at  how  much  money  will  be  brought  into  the  Fed- 
eral Government.  I  should  think  that's  your  fiduciary  responsibil- 
ity. 

And  the  Department  of  Commerce  says  you'll  get  less  money  if 
you  raise  the  royalty  to  8  percent. 

I  have  one  last  thing.  You  indicated  in  your  testimony  that  from 
1993  to  1994,  foreign  exports  increased.  Now,  I  have  evidence  here 
that  I  am  convinced  is  correct.  This  is  a  quote: 
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"Domestic  consumption  has  been  stagnant  for  more  than  20 
years,  and  revenues  from  domestic  sales  have  declined  by  18  per- 
cent in  the  last  5  years.  The  growth  of  U.S.  exports  to  Europe  from 
1989  to  1992  paralleled  a  comparable  increase  in  the  growth  of 
total  U.S.  exports  during  that  time." 

And  then  I  guess  I  don't  have  the  part  highlighted  here.  But  it 
says  actually  from  1993  to  1994,  exports  decreased  and  decreased 
considerably.  And  I  can  find  that  cite  if  you  want  me  to. 

Do  you  disagree  with  that? 

Mr.  Armstrong.  Only  because  the  numbers  that  I  was  given 
said  that  it  was  a  16-percent  increase.  I  can  get  somebody  here 
that  might  tell  me. 

Mrs.  CUBIN.  And  I'll  look  for  mine,  too. 

That's  all  I  have  for  right  now,  Mr.  Chairman. 

Mr.  Calvert.  Thank  you. 

I've  got  one  question  before  I  ask  the  gentle  lady  from  Idaho. 

Based  on  Congresswoman  Cubin's  statement  that  we  have  in  ef- 
fect a  situation  possibly  where  we  have  the  United  States  govern- 
ment and  another  single  party  basically  controlling  the  market 
area,  is  that  a  true  statement? 

Mr.  Armstrong.  That  the  two  of  them  control  the  market  area? 
Yes,  sir. 

Mr.  Calvert.  So  in  effect,  those  two,  whenever  one  raises  the 
price,  the  other  one  will  always  raise  their  price  in  order  to  match 
whatever  the  market  conditions  are  at  that  time?  Would  that  be  a 
general  reaction  to  most? 

Mr.  Armstrong.  I  don't  believe  that's  accurate  because  there  are 
a  lot  of  other  factors. 

First  of  all,  UP  was  in  the  railroad  business.  They  make  some 
money  hauling  this.  They  hold  some  people  hostages  to  haul  some 
of  it.  There  are  various  factors  that  enter  into  the  price. 

Mr.  Calvert.  Don't  you  want  to  raise  your  price  to  meet  the 
higher  price? 

Mr.  Armstrong.  I  would  like  to  raise  our  price  an  appropriate 
amount  so  that  we  get  market  value,  because  I  think  that's  my  re- 
sponsibility. There  may  be  some  factors  that  keep  it  from  being  a 
total  match  with  them. 

Mr.  Calvert.  And,  Mr.  Secretary,  since  there's  only  two  sellers 
of  trona,  then  this  becomes  a  pretty  subjective  decision  on  your 
part,  doesn't  it?  It's  not  truly  an  objective  decision? 

Mr.  Armstrong.  If  it  were  absolute  and  objective,  I  doubt  very 
seriously  that  we  would  all  be  here  today. 

Mr.  Calvert.  I  just  wanted  to  clear  that  up.  Thank  you. 

Mrs.  Chenoweth. 

Mrs.  Chenoweth.  Thank  you,  Mr.  Chairman. 

I  find  it  very  interesting  that  you  feel  UP  is  holding  people  hos- 
tage. 

Mr.  Armstrong.  What  now? 

Mrs.  Chenoweth.  I  find  it  very  interesting,  Mr.  Secretary,  that 
you  feel  that  the  railroad  is  holding  people  hostage.  I  have  just 
heard  testimony  with  regard  to  "holding  people  hostage"  like  I've 
never  heard  before. 

First  of  all,  I'm  still  mystified  that  when  a  governor  of  a  State 
and  when  a  United  States  Congressman,  and  when  the  Chairman 


29 

of  this  committee  asked  you  for  certain  information,  you  tell  this 
committee  that  in  your  opinion,  because  of  competition,  which,  as 
you  stated  in  round,  pear-shaped  tones,  that  you  wouldn't  be  able 
to  give  them  all  the  information  they  requested. 

First  of  all,  who  are  you  protecting?  Name  the  companies  that 
you  are  protecting. 

Mr.  Armstrong.  This  is  a  regular  business  practice,  that  people 
will  give  you  information  on  which  you  can  base  decisions  only  if 
you  promise  that  you  won't  give  it  to  their  competitors.  And  if  you 
don't  make  that  promise,  then  they  don't  give  you  the  information. 

We  do  this  in  tne  oil  business.  We  do  this  in  all  kinds  of  market- 
ing. And  I  think  it's  a  general  business  practice  that  you  protect 
the  person  that  gives  you  the  information  in  order  to  get  the  infor- 
mation. 

Mrs.  Chenoweth.  Have  you  approached  Mrs.  Cubin  and  said, 
"This  is  the  information,  but" — and  cited  the  law  whereby  it  would 
be  protected  information?  Have  you  given  her  the  information? 

Mr.  Armstrong.  Well,  first  of  all,  she  filed  a  Freedom  of  Infor- 
mation Act  request  for  this  information.  And  there  are  certain  pro- 
tections in  the  Freedom  of  Information  Act  that  say  this. 

As  I  told  you,  my  reaction  was,  if  we  had  time  to  do  this,  she 
could  come  sit  down — ^you  may  come  sit  down  with  me,  anyone.  But 
I  would  not  be  able  to  show  you  in  some  instances  the  privileged 
communications  unless  we  got  a  waiver  from  the  person  that  gave 
us  that  information. 

That's  pretty  standard  procedure  in  all  of  our  dealings  with  oil 
companies  and  anybody  else  that  gives  us  privileged  information. 

Mrs.  Chenoweth.  Have  you  given  her  everything  that  she  has 
asked  for? 

Mr.  Armstrong.  We're  in  the  process. 

Mrs.  Chenoweth.  Wait  a  minute,  let  me  ask  the  question. 

With  regard  to  the  justification  for  the  increase  in  royalties? 

Mr.  Ajfuvistrong.  I  do  not  know  how  much  we  have  been  able  to 
do  this,  because  I  don't  keep  up  with  that  level  of  detail  at  the  De- 
partment. But  I  know  my  instructions  are  to  give  any  of  you  at  any 
time  whatever  information  you  ask  for.  Why  would  we  not  do  that? 

Mrs.  Chenoweth.  I'm  asking  you  that. 

Mr.  Armstrong.  The  answer  is,  because  it  would  be  confidential. 
Otherwise,  we'd  give  you  everything. 

Mrs.  Chenoweth.  And  I  think  that  the  FOIA  law  states  that, 
whenever  you  refuse  anybody,  any  citizen,  any  news  organization, 
or  certainly  a  congressional  FOLA  request  should  carry  a  little 
more  weight,  you  must  cite  the  statutory  authority  and  give  them 
basic  information. 

Now,  you  know,  the  Congress  can  get  the  information.  And  I 
would  just  hope  that  we  could  see  some  cooperation  from  the  agen- 
cy on  this.  I'm  just  appalled,  really. 

Mr.  Armstrong.  I  would  hope  that  you  wouldn't  be,  because  we 
have  never  had  any  intention  of  not  being  cooperative  on  this  issue. 
The  question  is  whether  we  can  do  something  within  the  law  that 
doesn  t  get  us  in  trouble  with  the  people  that  gave  us  the  informa- 
tion. 

And  I  think  if  you  will  talk  to  the  Grovernor's  assistant — I  under- 
stand that  when  our  people  went  to  see  the  Governor's  assistant, 
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they  had  a  great  conversation.  They  understood  things  a  lot  better 
when  they  were  through.  And  they  said,  **Now,  there  are  a  couple 
of  things  over  here  we  can't  give  you." 

That's  what  I'm  advised,  is  the  state  of  this.  And  of  course  we 
would  give  you  this.  Why  would  we  not  give  you  this? 

Mrs.  Chenoweth.  I  just  heard  the  Governor  of  the  State  and  our 
Congressman  from  Wyoming  State  that  there  was  still  information 
that  needed  to  be  given. 

Let  me  ask  the  question,  sir.  You  indicate  that  your  decision- 
making process  is  based  on  the  effect  on  the  foreign  market.  I  don't 
remember  that  being  in  FLPMA.  What  other  statutory  authority 
are  you  making  local  decisions  based  on,  policy  that  I  thought  the 
Congress  established? 

Mr.  Armstrong.  Let  me  assure  you  I  agree  with  you.  That  is 
what  I  said  in  the  first  statement  that  I  made. 

There  are  those  that  contend  that  we  ought  to  put  on  blinders, 
look  at  comparable  sales,  don't  pay  any  attention  to  foreign  mar- 
kets because  nothing  in  FLPMA  talks  about  foreign  markets. 

But  the  foreign  market  introduction  has  all  come  in  from  the  out- 
side, not  from  us,  asking  us  to  look  at  the  foreign  markets,  asking 
us  to  look  at  what  Commerce  says.  It  hasn't  been  from  us. 

I  would  much  rather  do  it  based  solely  on  FLPMA,  and  go  ahead 
with  our  business.  And  that  may  be  what  we  do. 

Mrs.  Chenoweth.  I  think  that  makes  it  easier  for  you. 

Mr.  Aemstrong.  I  would  agree  with  that.  It  certainly  would 
make  it  easier. 

Mrs.  Chenoweth.  Do  you  think  that  in  this  situation,  UP  is  a 
monopoly? 

Mr.  Armstrong.  I  was  trying  to  think  whether  you  would  have 
a  monopoly  situation  where  the  other  owner  of  land  was  a  govern- 
ment as  opposed  to  a  competitive  situation.  I  would  think  yes.  In 
trona  in  this  area,  they  are  the  only  business  entity  that  owns 
property,  owns  the  resource. 

Mrs.  Chenoweth.  You  know,  in  a  case  decided  in  the  district 
court  in  Missouri,  or  the  circuit,  they  gave  a  definition,  the  court 
did,  of  monopoly.  It  is  monopolization  in  violation  of  the  Sherman 
Antitrust  Act,  which  you  are  immune  from.  But  persons  who  com- 
bine or  conspire  to  acquire  and  maintain  power  to  exclude  competi- 
tors from  any  part  of  trade  or  commerce. 

My  concern  is  that  the  Congressman  received  a  report  from  the 
United  States  Department  of  Commerce  that  does  clearly  say  the 
things  that  she  mentioned  earlier. 

If  a  higher  royalty  is  adopted,  the  Administration's  credibility  in 
current  negotiations  to  reduce  tariffs  and  other  taxes  on  imports 
would  be  impaired  by  raising  our  own  taxes  and  affecting  exports. 
Imposing  additional  royalties  on  U.S.  firms  in  the  current  weak 
market  situation  would  be  self-defeating,  given  the  protectionist 
policies  encouraging  further  development  of  their  competitors  over- 
seas. 

Mr.  Secretary,  I  would  just  submit  you're  not  dealing  with  a  fair 
market  value  situation.  And  I  would  submit  that  you  need  to  look 
beyond  that  narrow  definition  as  you  perceive  it,  and  look  at  what's 
good  for  Wyoming,  what's  good  for  the  tax  base,  what's  good  for 
even  your  own  agency  there,  because  you  certainly  won't  be  able 
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to  employ  people  if  these  mines  go  down,  in  the  capacity  that 
they're  working  in  with  regard  to  the  mines. 

And  certainly,  you  know,  I  do  want  to  say  with  regard  to  your 
comment  about  the  fact  that  vou  felt  the  mines  wouldn't  be  de- 
creased or  the  operations  wouldn't  be  decreased,  I  just  want  to  say, 
that's  what  Thomas  Mulberry  thought  when  he  took  King  John's 
appointment.  You've  got  to  remember  that  because  it  has  happened 
all  over  this  nation. 

Thank  you,  Mr.  Chairman. 

Mr.  Armstrong.  Let  me  just  add  one  group  that  you  left  out.  I 
also  am  responsible  for  the  people  of  the  United  States  who  own 
the  resource,  not  just  the  people  in  Wyoming,  not  just  the  jobs  in 
Wyoming. 

Mrs.  Chenoweth.  But  you  are  responsible,  not  to  the  people  who 
own  the  resource  above  the  taxpayers  of  the  United  States,  and  to 
our  trading  position  as  a  nation. 

Let  me  ask  you,  did  your  legal  counsel  give  you  an  analysis  of 
the  Department  of  Commerce's  letter  and  analysis?  Have  you  had 
that  benefit? 

Mr.  Armstrong.  At  this  stage,  I  have  religiously  not  talked  to 
lawyers  about  this,  because  if  it's  hard  to  deal  with  now,  I  figure 
it  would  be  harder  to  deal  with  if  we  started  getting  them  into  it. 
I  think  we're  making  a  business  decision  that  has  to  do  with  fair 
market  value.  And  I  think  that  what  we  want  to  do  is  not  run  off 
on  another  tangent. 

Now,  a  minute  ago,  did  you  suggest  we  should  stay  just  with 
market  value,  or  that  we  should  go  off  and  look  at  foreign  trade? 
We  just  can't  do  that  at  the  Department  level. 

Mrs.  Chenoweth.  What  I  am  suggesting  is,  number  one,  you're 
not  dealing  with  fair  market  value  when  you're  dealing  with  a  mo- 
nopoly. 

Number  two,  your  responsibility  under  FLPMA  does  not  ask  you 
to  deal  with  world  policies  regarding  trade. 

Number  three  is,  your  primary  responsibility  is  to  the  taxpayers 
of  this  nation  and  to  the  benefit  of  the  United  States  of  America 
above  all  other  nations. 

I  don't  think  you  have  a  responsibility  to  look  at  the  global  mar- 
ket situation  and  be  concerned  about  what's  going  on  overseas  in 
this  market.  Number  one,  be  concerned  about  what's  happening  in 
Wyoming  and  the  United  States  of  America. 

And  I  don't  think  it  fuzzes  anything  up  when  you  ask  for  legal 
counsel  to  look  at  the  United  States  Department  of  Commerce's  re- 
port of  December  21,  1994  with  regard  to  your  current  policies  on 
royalties,  and  I  hope  you  will  do  that,  Mr.  Secretary, 

Mr.  Armstrong.  We  certainly  have  done  that. 

Mrs.  Chenoweth.  You  have  done  that? 

Mr.  Armstrong.  We  have  looked  at  that  one. 

Mrs.  Chenoweth.  Well,  would  you  submit  your  legal  counsel's 
analysis  with  regards  to  your 

Mr.  Armstrong.  I'm  sorry.  I  thought  you  asked  if  I  had  looked 
at  that.  You're  asking  if  my  lawyers  looked  at  that,  and  I  don't 
know  whether  they  have  or  not. 

Mrs.  Chenoweth.  Would  they  look  at  it  and  submit  their  analy- 
sis to  you  and  to  this  Committee  with  regards  to  this  report? 
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Mr.  Armstrong.  I  will  make  that  request  and  see  what  their  re- 
sponse is. 

Mrs.  Chenoweth.  You're  the  boss.  Would  you  ask  them  to  do  it? 

Mr.  Armstrong.  We  are  dealing  with  matters  that  involve  bil- 
lions of  dollars  daily  that  we  have  to  allocate  our  legal  resources 
to.  It  wouldn't  be  a  matter  of  my  just  saying,  OK,  I  want  you  to 
pull  off  of  everything  that's  worth  a  lot  more  than  this  because  we 
need  to  look  at  this  Commerce  letter. 

I'll  look  at  that  in  priority,  but  let  me  be  sure  I  understand  the 
question. 

You  think  that  our  lawyers  would  tell  us  that,  based  on  what 
Commerce  said,  there  would  be  some  legal  difference  in  the  way  we 
establish  market  value? 

Or  what  are  we  saying  here? 

Mrs.  Chenoweth.  Mr.  Secretary,  what  I  am  saying  is  that  the 
U.S.  Department  of  Commerce  has  said  that  increasing  royalties 
and  proceeding  ahead  on  the  policy  that  you've  implemented  and 
likely  will  be  proceeding  ahead  on,  would  damage  our  trading  posi- 
tion with  regards  to  trona  on  the  world  market. 

Now,  you  indicate  that  your  policies  are  based  on  the  effect  of 
foreign  markets. 

I  want  to  know  what  your  legal  counsel's  opinion  would  be  with 
regards  to  this  report  from  the  United  States  Department  of  Com- 
merce, dated  December  21,  1994,  addressed  to  Paul  Politzer,  and 
it's  signed  by  Robert  Riley. 

And  with  regards  to  your  current  policy,  I'd  like  to  see  the  analy- 
sis with  regards  to  the  recommendation  from  Commerce. 

Thank  you,  Mr.  Chairman. 

Mr.  Calvert.  Thank  you. 

I  have  one  question  that  I  wanted  to  ask  that  came  to  mind  ear- 
lier. 

Since  there  are  two  sellers  and  one  of  the  sellers  is  in  the  trans- 
portation business,  are  they  the  only  transportation  for  that  par- 
ticular material  out  of  that  area? 

Mr.  Armstrong.  I'm  not  sure  about  that.  I  think  it  is  right. 
There's  some  trucking — are  there  two  railroads  now? 

Mr.  Calvert.  Rail  transportation. 

Mr.  Armstrong.  There's  only  one  railroad.  But  there's  been  a  lit- 
tle cottage  trucking  industry  that's  grown  up  where  they  could  take 
it  to  a  nearby  point. 

Mr.  Calvert.  I'm  sure  when  we  have  some  people  from  industry 
here  and  coming  from  the  business  community,  since  this  is  rel- 
atively heavy,  is  it  cost  effective  to  transport  from  trucks  back  into, 
and  to  load  and  reload  on  rail,  whether  that's  an  increased  cost. 

What  I'm  trying  to  get  at  is,  is  property  that's  closer  to  the  rail- 
head that's  trona  has  mined,  in  effect,  would  that  be  more  valu- 
able? 

I  mean,  since  this  is  all  a  subjective  decision,  and  we  all  agree 
to  that,  would  you  agree  that  if  the  material  is  located  closer  to  the 
transportation,  that  possibly  it  would  become  more  valuable? 

Mr.  Armstrong.  Incrementally  it  would  be.  But  it  would  be  very 
incremental.  There'd  be  so  many  other  factors.  When  you  go  into 
the  mine,  as  I'm  sure  you  will  have  an  opportunity  to  do  if  you'd 
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like  to,  you  sometimes  drive  20  minutes  at  15  miles  an  hour  to  get 
from  the  mineshaft  to  the  place  where  they're  actually  operating. 

And  so  the  incremental  distance  between  there  and 

Mr.  Calvert.  We're  going  to  be  able  to  listen  to  some  of  the  peo- 
ple from  the  industry  to  comment  on  that.  I'm  sure  they  will. 

But  it  seems  to  me,  when  I  was  involved  in  mining,  that  being 
close  to  the  railhead  was  a  major  decisionmaking  point  in  whether 
or  not  and  what  you're  going  to  pay  in  cost,  especially  how  close — 
we're  not  going  to  argue  whether  it's  closer  to  the  market,  the  mar- 
ket's outside  of  Wyoming.  It's  whether  or  not  the  railhead  has  an 
incremental  value. 

And  you  agree  that  it  does  have  some  plus  or  some  benefit? 

Mr.  Armstrong.  I  think  they  ran  the  railroad  to  the  mineshaft. 
They  probably  ran  the  railroad  to  them  to  get  that  business. 

Mr.  Calvert.  OK,  thank  you. 

Any  further  questions? 

Mrs.  CUBIN.  Thank  you,  Mr.  Chairman.  I  just  have  a  couple 
more.  I  found  the  quote  I  was  talking  about. 

Mr.  Calvert.  OK. 

Mrs.  CUBIN.  Exports  to  Europe  fell  significantly  in  1994,  account- 
ing for  only  9  percent  of  overseas  sales,  compared  with  15  percent 
in  1993. 

And  then  it  goes  on  and  on. 

The  exports  of  soda  ash  to  Europe  fell  from  709,000  metric  tons 
in  1992  to  just  over  200,000  tons  in  1994.  So  that  is  a  significant 
decrease. 

Mr.  Armstrong.  And  this  is  from  what? 

Mrs.  CUBIN.  I  don't  have  that  right  here,  but  we'll  furnish  it  to 
you. 

I  have  a  couple  of  questions. 

First  of  all,  would  you  furnish  to  me  the  letters  that  you  have 
from  U.S.  Trade  and  U.S.  Commerce? 

We  have  not  received  that  mid-March  letter  of  1995,  and  I  don't 
think  that's  FOIA  exempt,  so  we  would  like  to  get  that. 

Mr.  Armstrong.  I  will  give  them  to  you  right  this  second. 

Mrs.  CUBIN.  OK,  that  would  be  great. 

And  then  we  do  not  have  BLM  Report  3521-925-6,  which  we 
would  also  like  to  get.  We  have  not  received  that. 

Then,  Mr.  Chairman,  I  would  also  like  to  drop  into  the  record  a 
letter  from  the  Sweetwater  County  Board  of  County  Commissioners 
that  substantiates  our  point  that  we  think  this  would  be  bad,  and 
also  emphasizes  that  a  loss  of  jobs  is  likely. 

I  have  a  chart  here  describing  how  the  Federal  mineral  royalties 
are  distributed  into  the  State. 

Then  I  just  have  one  other  question. 

Mr.  Calvert.  Without  objection,  so  ordered. 

[The  information  mentioned  can  be  found  at  the  end  of  the  hear- 
ing.] 

Mrs.  CUBIN.  Thank  you,  Mr.  Chairman. 

If  Commerce  is  correct  in  saying  that  increasing  royalties  will 
cause  decreased  revenues  because  of  its  loss  of  market  competitive- 
ness, how  can  this  be  a  fair  return  to  the  taxpayer? 
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And  that's  a  quote,  "fair  return  to  the  taxpayer."  Those  are  the 
words  that  you  used  that  you  said  were  in  your  directive  legislation 
or  regulation,  whatever. 

So  how  can  decreased  revenues,  because  of  the  loss  of  competi- 
tiveness, be  a  fair  return  to  the  taxpayers? 

Mr.  Armstrong.  Well  my  answer  is  that  if  it  was  a  guarantee 
that  we  would  lose  revenues,  then  I  would  not  do  this.  And  I'm  try- 
ing to  figure  out  the  number. 

Mrs.  CUBIN.  Is  there  something  besides  history  that  could  make 
you  convinced  of  that,  that  increasing  the  royalty  would  have  this 
effect? 

Is  there  anything  besides  history  would  do  that? 

Mr.  Armstrong.  My  guess  is,  and  it  would  only  be  a  guess,  that 
there  is  no  one  who  knows  with  certainty  what  the  effect  of  this 
is  going  to  be,  absolutely.  I  think  a  smaller  increase  would  have 
less  of  a  problem  than  a  large  increase. 

We  haven't  talked  about  the  fact,  except  you  did.  At  one  time, 
you  suggested  that  maybe  we  ought  to  reduce  the  royalty? 

Mrs.  CUBIN.  No,  I  didn't  suggest  that. 

Mr.  Armstrong.  I  thought  you  said  if  we  reduced  it  would  help 
even  more. 

Mrs.  Cubin.  No.  What  I  said  was  if  we  charged  a  royalty  on 
trona  at  the  same  rate  that  we  do  on  other  minerals  then  we  would 
reduce  that  royalty  rate  because  trona  is  the  only  value,  we  charge 
the  royalty  on  soda  ash,  and  we  charge  other  minerals  the  royalty 
at  the  mouth  of  the  mine.  In  other  words,  we  do  it  before  there's 
any  processing. 

So  if  we  extrapolated  back  to  the  mouth  of  the  mine,  then  the/re 
already  paying  higher  royalty  on  trona  than  the  other  minerals  are. 

Do  you  understand  what  I'm  saying? 

Mr.  Armstrong.  Well,  at  8  percent,  it  would  be  27  percent,  I 
think  were  the  figures  that  we  heard  earlier. 

Mrs.  Cubin.  Right.  And  at  5  percent,  it's  17  percent,  and  I  think 
it's  like  12  percent  on  oil,  or  I  can't  remember,  but  they  are  all  less 
than  12  percent  other  than  trona. 

Mr.  Armstrong.  And  the  royalty  rates  come  and  go. 

Mrs.  Cubin.  Yes,  but  my  original  question  was,  is  there  anything 
besides  history  that  would  convince  you  that  this  would  be  harmful 
and  that  it  shouldn't  be  done,  raising  the  royalty  rate? 

Is  there  anything  besides  history  and  that's,  you  know,  losing  our 
market  share  and  then  trying  to  get  it  back.  That's  what  it  would 

essentially  be.  ,    t    i  •  i      i.  i. 

Mr.  Armstrong.  I'm  not  sure  that  I  understand.  I  think  what 
you're  asking  me  to  do  is  say  that  I  could  tell  you  now  or  later  the 
effect  of  this  on  the  world  market,  and  the  plain  fact  is  nobody  can 
do  that. 

Mrs.  Cubin.  No.  Here's  what  I'm  asking  of  you. 

I  want  to  know  what  could  convince  you  that  it  would  not  be 
wise  to  raise  trona  royalty  from  5  percent? 

Now  history,  and  by  history,  I  mean  we  go  ahead  and  raise  it 

•  and  we  found  out  that  we  hurt  the  industry  and  so  then  we  say, 

OK,  we're  going  to  go  back  to  5  percent.  Now  that's  really  not  an 

option  because  by  that  time,  we've  lost  the  market,  so  that's  really 

not  an  option. 
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Is  there  anj^hing  else,  is  there  any  other  kind  of  information  we 
could  gather,  the  preponderance  of  evidence  they  call  it  in  civil 
suits,  beyond  a  reasonable  doubt,  they  call  it  in  criminal  suits, 
wherein  between  there,  what  could  we  furnish  you  to  convince  you 
that  it  would  harm  the  industry?  Because  we'll  try  to  do  that. 

Mr.  Armstrong.  Well,  I  think  this  industry  has  been  doing  this 
for  the  last  year. 

Mrs.  CUBIN.  But  you're  not  believing  them  apparently.  So  how 
can,  what  can  we  give  you  that  you  will  believe? 

Mr.  Armstrong.  I  think  you  will  know  whether  I  believe  them 
at  some  point  when  we  make  a  decision. 

Mrs.  CUBIN.  But  then  it's  too  late. 

But  I  don't  want  to  argue.  Thank  you. 

Mr.  Armstrong.  But  that's  my  job.  My  job  is  to  make  this  call. 
That's  why  I  get  this  Federal  sadary,  to  make  these  kinds  of  deci- 
sions that  are  hard  decisions  with  people  pulling  at  you,  with  peo- 
ple talking  to  you  about  their  views,  with  people  bringing  you  other 
information. 

But  I  accept  that  responsibility.  It  is  my  job  and  we'll  make  the 
decision. 

Then  you  can  say  you  were  right  or  you  were  wrong.  But  as  I 
said  at  the  beginning,  my  job  is  to  see  that  we  get  a  fair  amount 
of  money  back  to  the  United  States  taxpayer,  and  if  an5rthing  I  do 
causes  that  not  to  happen,  then  I  have  done  a  bad  job.  And  I  don't 
intend  to  do  a  bad  job. 

I  want  to  try  to  do  what  makes  sense  for  the  people  in  Wyoming, 
that  makes  sense  for  the  taxpayers.  That's  the  call  I've  got  to 
make.  And  there's,  you  know,  there's  also  a  Secretary  I  work  for, 
also.  He's  told  me  he  wants  me  to  advise  him  on  this  one. 

Mrs.  CUBIN.  Don't  bring  him  up. 

And  I  know,  Mr.  Armstrong,  that  that  is  what  you  want  to  do. 
I  know  that  you  want  to  do  the  best  job  that  you  can,  and  I  know 
that  you  want  to  do  the  best,  and  I  want  that  to  be  clear. 

We  are  having  a  markup  tomorrow  on  House  Bill  1077,  BLM  re- 
authorization. Would  it  be  helpful  to  you  if  I  offered  an  amendment 
that  says  that  you  should  regard  U.S.  commerce  and  U.S.  trade 
opinions  in  making  these  kinds  of  decisions? 

Mr.  Armstrong.  I  think  it  would  cloud  it,  but  you  can  certainly 
do  that.  I  think  it  would  be,  it  would  make  our  job  harder  if  we 
had  to  look  at  all  of  those  other  things.  And  I'm  led  to  believe  that 
people  generally,  not  just  us,  hope  that's  a  clean  bill.  Maybe  there'd 
be  another  vehicle. 

Mrs.  CUBIN.  Well,  the  markup  on  that  is  coming  tomorrow,  and 
this  is  a  big  problem. 

But  thank  you  very  much  for  being  here.  I  appreciate  it.  I  appre- 
ciate your  other  visits  that  you've  had  with  me  too.  Thank  you. 

Mr.  Armstrong.  Thank  you  very  much. 

Mr.  Calvert.  Thank  you,  Mr.  Secretary.  I'm  sure  you've  had  bet- 
ter afternoons  but  we  appreciate  your  coming  out  here  today,  and 
you  can  tell  that  this  is  a  very  important  decision  in  the  west. 

Mr.  Armstrong.  It  is. 

Mr.  Calvert.  People  are  going  to  be  looking  at  you  to  make  the 
right  one,  even  though,  as  you  mentioned,  it's  a  subjective  decision. 
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Mr.  Armstrong.  To  some  degree  it  has  to  be.  I  think  it's  an  un- 
usual fact  situation,  as  opposed  to  most  of  them  we  work  with. 

Mr.  Calvert.  Well,  thank  you  for  coming  out  this  afternoon. 

And  we'll  ask  our  next  panel  to  come  forward. 

First  is  Tom  Coverdale,  General  Manager  of  FMC  Wyoming. 

Next  is  Mr.  Roy  Rabinowitz,  Director  of  Taxation,  General  Chem- 
ical Corporation. 

Mr.  Joseph  P.  Kalt,  Ph.D.,  John  F.  Kennedy  School  of  Govern- 
ment, Harvard  University. 

Mr.  William  Pennell,  Industrial  Minerals  Manager,  U.S.  Borax, 
Incorporated. 

Mr.  John  Andrews,  President,  American  Natural  Soda  Ash  Cor- 
poration. 

Ms.  Jill  Morrison,  Powder  River  Basin  Resources  Council,  and 
she  will  be  submitting  testimony. 

And  Mr.  Lewis  D.  Andrews,  President,  Glass  Packaging  Insti- 
tute, also  submitting  testimony. 

First,  I  would  like  to  call  on  Mr.  Tom  Coverdale,  General  Man- 
ager of  FMC  Wyoming.  I  would  like  to  limit  the  testimony  to  no 
more  than  five  minutes  per  witness. 

So  Mr.  Coverdale,  welcome,  and  please  begin. 

STATEMENT  OF  THOMAS  COVERDALE,  GENERAL  MANAGER, 
FMC  WYOMING  CORPORATION;  ACCOMPANIED  BY  ROGER 
HARRIS,  VICE  PRESIDENT,  TEXAS  GULF  SODA  ASH;  MIKE 
DUFFY,  VICE  PRESEDENT,  RHONE  POULENC  SODA  ASH;  AND 
RICK  CASEY,  VICE  PRESIDENT,  SOLVAY  MINERALS 

Mr.  Coverdale.  Mr.  Chairman,  members  of  the  Committee,  good 
afternoon. 

My  name  is  Tom  Coverdale.  I'm  Executive  Vice  President  of  FMC 
Wyoming  Corporation  and  the  resident  manager  of  FMC's  Green 
River,  Wyoming  soda  ash  facility. 

I'm  accompanied  today  by  Roger  Harris,  Vice  President  of  Texas 
Gulf  Soda  Ash,  Mike  Duffy,  Vice  President,  Rhone  Poulenc  Soda 
Ash,  and  Rick  Casey,  Vice  President  of  Solvay  Minerals. 

We  appreciate  this  opportunity  to  present  our  case  to  you  today. 

The  soda  ash  industry  plays  an  important  role  in  our  domestic 
economy  and  the  balance  of  trade.  We  supply  one  of  the  basic  raw 
materials  used  in  the  production  of  flat  glass  and  glass  containers. 
Soda  ash  is  the  building  block  for  other  chemicals  as  well  critical 
to  the  nation's  economy. 

We  are  proud  to  say  that  together,  the  five  Wyoming  soda  ash 
producers  employ  some  3,000  people  in  Sweetwater  County,  Wyo- 
ming, pay  $33  million  in  State  and  local  taxes,  and  $14  million  in 
Federal  royalties. 

We  appreciate  the  opportunity  to  say  why  we  are  opposed  to  the 
Bureau  of  Land  Management's  proposed  increase  in  the  current 
soda  ash  royalty  for  Wyoming  producers  from  5  percent  to  8  per- 
cent. 

If  imposed  on  new  and  existing  leases,  this  60  percent  increase 
in  our  royalties  rate  will  reduce  our  opportunities  to  export  and 
could  in  ^ct  result  in  lower  revenues  to  the  United  States  Treas- 
ury and  to  the  State  of  Wyoming. 
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In  short,  we  believe  this  increase  is  neither  in  the  national  inter- 
est nor  that  of  our  State. 

Let  me  emphasize,  Mr.  Chairman,  that  this  industry  is  not  op- 
posed to  paying  a  royalty  to  the  Federal  Government  for  the  right 
to  mine  on  Federal  lanas.  We  recognize  our  obligation  to  pay  our 
fair  share  to  the  Federal  Government. 

But  we  believe  our  current  royalty  rates  to  be  consistent  with  the 
rates  paid  by  other  minerals  under  the  Mineral  Leasing  Act.  And, 
if  left  unchanged,  we  believe  the  current  royalty  rate  will  have  a 
net  beneficial  impact  over  the  increase  being  proposed. 

Let  me  summarize  as  succinctly  as  I  can  why  I  believe  the  pro- 
posed increase  will  not  serve  to  increase  revenues  of  the  Federal 
Treasury. 

Many  of  the  points  I  will  make  will  be  elaborated  upon  by  others 
on  this  panel. 

First,  the  growth  of  domestic  soda  ash  production  is  totally  de- 
pendent on  our  capability  to  penetrate  foreign  markets. 

Although  95  percent  of  the  world's  trona  reserves  are  in  South- 
west Wyoming,  that  does  not  automatically  ensure  us  a  dominant 
place  in  the  world  soda  ash  market.  Alternative  methods  for  the 
manufacture  of  soda  ash  exist  and  these  synthetic  processes  com- 
pete in  the  global  market  and  are  often  protected  by  foreign  gov- 
ernments which  raise  artificial  trade  barriers  to  U.S.  competition. 

Our  recent  growth  in  exports  has  been  hard  won  and  supported 
by  the  efforts  of  the  U.S.  Government.  The  major  U.S.  soda  ash 
producers,  with  congressional  support,  have  formed  a  Webb- 
Pomerene  ejcport  corporation,  The  American  Natural  Soda  Ash  Cor- 
poration (ANSAC). 

As  domestic  producers,  we  recognize  that  without  a  concerted  al- 
liance such  as  ANSAC,  we  simply  cannot  compete  against  the 
many  artificial  trade  barriers  imposed  by  countries  attempting  to 
protect  their  own  less  efficient  producers. 

As  the  graph  displayed  here  indicates,  over  the  last  15  years,  do- 
mestic demand  for  soda  ash  has  been  flat,  and  all  growth  has  been 
realized  in  exports. 

Imposing  a  60-percent  increase  in  our  current  Federal  royalty 
rate  is  in  effect  like  having  our  own  government  impose  a  domestic 
tariff  on  U.S.  production.  It  simply  adds  to  our  own  overall  cost 
structure. 

Global  competition  in  basic  commodities  such  as  soda  ash  is  af- 
fected by  any  marginal  increase  in  the  cost  of  production,  including 
royalties.  With  the  European  Union  having  just  imposed  provi- 
sional dumping  duties  ranging  up  to  14  percent,  the  imposition  of 
an  8-percent  royalty  will  foreclose  many  of  us  from  the  European 
market  in  the  short  term,  and  make  our  fight  against  these  unfair 
European  duties  more  difficult. 

Second,  the  term  "fair  market  value"  is  very  difficult  to  apply  to 
privately  held  trona  leases  in  Wyoming  and  therefore  cannot  be  a 
principal  criterion  for  Federal  royalty  rates. 

As  the  map  of  the  current  lease  patterns  in  the  so-called  "trona 
patch"  of  Southwestern  Wyoming  illustrates,  approximately  half  of 
all  the  lease  blocks  are  held  by  private  parties.  You  can  readily  see 
that  this  checkerboard  pattern  requires  that  we  negotiate  for  these 
leases  as  well  as  Federal  leases. 
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Because  of  the  way  we  mine  trona,  we  cannot  simply  hopscotch 
around  these  privately  held  leases.  We  are  mining  some  1,500  feet 
beneath  the  surface  and  economics  does  not  allow  us  to  zig  zag  our 
way  around  privately  held  lease  blocks. 

In  short,  prospective  lessees  have  little  or  no  market  power  when 
it  comes  to  negotiating  royalties  on  these  privately  held  leases. 
They  simply  cannot  pick  up  and  leave  if  they  do  not  like  the  rate 
or  terms  they  have  been  offered. 

Each  company  has  ind'ependently  negotiated  the  terms  of  their 
private  party  leases  and  royalties.  There  are  some  differences  be- 
tween these  lease  terms  but  one  point  needs  to  be  made.  Should 
the  Federal  Government's  royalty  rate  increase,  none  of  these 
leases  on  private  lands  will  be  below  the  Federal  lease  rate.  And 
because  of  a  clause  in  the  lease  itself,  some  leases  will  continue  to 
exceed  the  Federal  rate. 

Third,  the  application  of  an  unrealistic  fair  market  value  prin- 
ciple, which  is  based  on  the  prospect  for  continuing  soda  ash  export 
growth,  will  undermine  the  very  potential  for  such  growth. 

The  BLM  is  attempting  to  establish  the  need  for  an  increased 
royalty  on  the  basis  of  private  lease  rates,  and  the  prospect  of  con- 
tinued growth  in  the  industry's  export  market. 

I  have  already  discussed  why  private  lease  rates  do  not  deter- 
mine fair  market  value. 

Mr.  Chairman,  our  experts  here  today  can  amplify  on  each  of 
these  points. 

In  summary,  we  would  conclude  by  sa5dng  that  our  analysis 
would  seem  to  indicate  that  the  current  royalty  rate,  if  allowed  to 
continue,  is  more  likely  to  raise  more  moneys  to  the  Treasury  than 
the  proposed  higher  rate. 

This  to  us  seems  to  be  the  real  test  of  a  fair  market  value,  and 
certainly  is  the  best  for  both  the  Wyoming  economy  and  the  IVeas- 
ury. 

I  would  like  to  submit,  for  the  record,  an  analysis  of  the  projected 
revenues  to  the  Treasury  which  would  result  from  the  proposed  in- 
crease to  8  percent. 

Thank  you  for  your  consideration  of  our  views. 

[The  prepared  statement  of  Mr.  Coverdale  can  be  found  at  the 
end  of  the  hearing.] 

Mr.  Calvert.  Thank  you,  and  your  additional  testimony  will  be 
submitted  without  objection,  and  it's  so  ordered. 

Next,  I'd  like  to  introduce  Mr.  Roy  Rabinowitz,  Director  of  Tax- 
ation, General  Chemical  Corporation. 

STATEMENT  OF  ROY  RABINOWITZ,  DIRECTOR  OF  TAXATION, 
GENERAL  CHEMICAL  CORPORATION 

Mr.  Rabinowitz.  Good  afternoon,  Mr.  Chairman,  members  of  the 
Committee.  Thank  you  for  having  me. 

My  name  is  Roy  Rabinowitz,  and  I  am  the  Director  of  Taxation 
of  General  Chemical  Corporation.  I  appreciate  the  Subcommittee's 
decision  to  hold  these  hearings  at  this  time  and  I  welcome  the  op- 
portunity to  participate  in  the  discussion. 

I  would  like  to  focus  my  remarks  on  the  adverse  trade  con- 
sequences in  Europe  that  would  be  associated  with  the  royalty  in- 
crease of  the  sort  that  has  been  suggested. 
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As  the  Subcommittee  is  aware,  the  European  Commission  (EC), 
only  last  month,  imposed  substantial  provisional  dumping  duties 
on  U.S.  soda  ash  producers.  Those  duties  undoubtedly  will  inflict 
immediate  damage  on  the  U.S.  industry's  prospects  in  the  ex- 
tremely important  European  soda  ash  market. 

The  central  point  of  my  testimony  is  that  the  imposition  of  a  roy- 
alty increase  on  top  of  those  duties  could  well  have  the  effect  of  to- 
tally excluding  U.S.  exports  from  that  market,  perhaps  perma- 
nently. 

Under  the  European  antidumping  system,  which  is  very  similar 
to  our  own,  foreign  country  exports  to  Europe  may  not  be  priced 
below  a  level  known  as  normal  value.  Normal  value  is  the  average 
price  charged  in  the  home  market,  with  an  important  exception. 
Any  prices  that  are  below  a  level  known  as  the  cost  to  make  and 
sell  are  excluded  from  that  average. 

If  there  is  an  increase  in  the  royalty  rate  from  5  to  8  percent, 
the  cost  increase  for  most  companies  in  the  industry  is  likely  to 
cause  their  cost  to  make  and  sell  to  exceed  a  tier  of  domestic  prices 
that  is  now  not  exceeded.  That  tier  therefore  will  be  excluded  from 
the  average  with  the  result  that,  in  the  case  of  General  Chemical's 
price  list  and  customer  volume,  normal  value  will  increase  not 
merely  by  the  actual  increase  in  the  cost  that  is  experienced,  but 
by  an  exponential  amount. 

If  one  accepts  the  cost  and  price  figures  used  by  the  European 
Commission  in  its  dumping  action,  an  increase  in  the  royalty  rate 
of  only  one  and  a  half  percentage  points  will  produce  an  increase 
in  General  Chemical's  normal  value  of  over  10  percent. 

If  one  does  not  accept  the  Commission's  figures,  and  we  do  not, 
an  increase  in  the  rate  of  one  percentage  point  will  nonetheless 
produce  an  increase  in  normal  value  of  approximately  6  percent. 
We  believe  that  other  producers  will  experience  similar  increases. 

Since  the  U.S.  industry  has  attempted  to  price  its  products  in 
Europe  as  close  to  normal  value  as  possible,  i.e.,  as  low  as  you  pos- 
sibly can,  and  since  European  producers  have  been  consistently 
lowering  their  own  prices  to  levels  below  American  prices  in  a  suc- 
cessful effort  to  drive  U.S.  exports  from  the  market,  any  increase 
in  normal  value,  and  any  corresponding  increase  in  U.S.  prices, 
would  be  harmful  to  our  trade  position. 

An  increase  of  6  or  10  percent  would  be  devastating.  Even  with- 
out the  royalty  increase,  U.S.  exports  to  Europe  have  fallen  by 
more  than  two-thirds  in  the  last  two  years  as  a  result  of  antidump- 
ing pressures  and  aggressive — ^we  would  argue  predatory — Euro- 
pean pricing. 

The  cost  increase  will  thus  result  in  a  significant  loss  of  exports 
and  revenues  at  a  time  when  the  nation's  trade  deficit  is  already 
at  historically  high  levels.  This  result  simply  cannot  be  squared 
with  the  commitment  of  the  Administration  and  the  Congress  to 
confront  this  deficit  and  expand  U.S.  trade. 

Moreover,  in  light  of  our  trade  posture  in  Europe,  this  would  be 
the  very  worst  time  to  impose  a  royalty  increase  on  the  U.S.  soda 
ash  industry.  We  believe  that  the  duties  that  have  been  assessed 
are  based  largely  on  unfair  cost  allocations. 

The  prices  of  the  European  industry  that  have  undercut  U.S. 
sales  are  similarly  unfair  and  anticompetitive. 
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The  imposition  of  a  royalty  increase  now,  before  the  U.S.  indus- 
try has  had  a  chance  to  contest  these  actions  of  the  EC  and  the 
European  industry,  could  significantly  assist  our  European  com- 
petitors in  their  efforts  to  exclude  us  from  their  home  market. 

Thus,  while  in  our  view,  there  will  never  be  a  defensible  time  to 
impose  this  increase,  the  selection  of  the  current  time  strikes  us  as 
particularly  perverse. 

Before  concluding,  I  would  like  to  turn  to  several  additional 
points  that  we  believe  are  of  critical  importance. 

The  first  is  that  the  European  antidumping  regime  is  by  no 
means  unique.  The  U.S.  industry  has  already  been  threatened  with 
dumping  actions  in  Australia  and  Mexico,  both  of  which  have  anti- 
dumping systems  like  Europe's,  where  small  increases  in  royalty 
costs  can  result  in  exponential  increases  in  normal  value. 

Other  such  actions  are  likely  in  the  event  of  a  royalty  increase. 
Thus  numerous  export  markets  could  be  lost  as  a  result  of  the  phe- 
nomenon described  above. 

Second,  the  exports  would  be  placed  at  risk  for  the  sake  of  Fed- 
eral revenues  that  are  totally  inconsequential.  As  the  industry 
study  that  has  been  placed  in  the  record  demonstrates,  the  reve- 
nues that  would  result  from  a  royalty  increase  will  not  exceed  $1 
million,  will  almost  certainly  be  less  than  that,  and  could  well  be 
negative. 

We  believe  that  it  would  be  completely  unreasonable  to  incur  the 
adverse  trade  consequences  that  will  result  for  the  benefit  of  such 
minimal  or  negative  revenues. 

As  a  way  of  an  aside,  I  would  like  to  point  out  one  factual  dif- 
ference that  we  have  based  on  U.S.  Department  of  Census  data, 
during  the  past  two  years,  total  exports  have  actually  decreased 
from  $434  million  to  $403  million,  a  drop  of  about  7  percent  over 
the  two-year  period. 

I  believe  that  the  Department  of  the  Interior  is  using  volume  of 
exports  during  these  years. 

In  all  honesty,  it  provides  industry  little  consolation  to  get  less 
money  for  more  product. 

I  will  take  any  questions  that  the  Committee  may  have. 

[The  prepared  statement  of  Mr.  Rabinowitz  can  be  found  at  the 
end  of  the  hearing.] 

Mr.  Calvert.  Thank  you,  Mr.  Rabinowitz. 

Next,  we'd  like  to  hear  the  testimony  of  Mr.  Kalt,  John  F.  Ken- 
nedy School  of  Government,  Harvard  University. 

STATEMENT  OF  JOSEPH  P.  KALT,  PH.D.,  HARVARD 
UNIVERSITY  AND  THE  ECONOMICS  RESOURCE  GROUP,  INC. 

Mr.  Kalt.  Thank  you,  Mr.  Chairman. 

My  name  is  Joseph  P.  Kalt.  I'm  the  Ford  Foundation  Professor 
of  International  Political  Economy  at  the  John  F.  Kennedy  School 
of  Government  at  Harvard  University. 

I  also  serve  as  a  senior  economist  with  the  Economics  Resource 
Group  Incorporated. 

I'm  a  specialist  in  antitrust  and  natural  resource  economics,  and 
have  written  and  taught  extensively  on  natural  resource  policy  in- 
cluding public  lands  issues  and  minerals  leasing  policy. 
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I  have  also  consulted  extensively  in  these  areas  in  the  private 
sector  as  well  as  for  numerous  Federal  agencies,  State  agencies, 
and  American  Indian  tribes. 

In  February,  1993,  I  produced  a  report  on  behalf  of  General 
Chemicals,  setting  forth  my  analyses  of  the  BLM's  proposed  royalty 
increase. 

I  submitted  that  report  to  the  Bureau  of  Land  Management. 

I've  since  updated  my  research  and  will  set  forth  and  summarize 
my  findings  here. 

The  increase  in  soda  ash  royalty  rates  proposed  by  the  Bureau 
of  Land  Management  is  inconsistent  with  the  appropriate  public 
policy  principles  applicable  to  minerals  leasing. 

Most  fundamentally,  the  8  percent  royalty  rate  on  produced  soda 
ash  is  not  based  on  a  fair  market  value  determination.  Rather,  it 
is  based  on  private  sector  royalty  rates  that  are  demonstrably  the 
result  of  the  exercise  of  monopoly  market  power  in  the  private  sec- 
tor where  a  single  large  private  lessor.  Union  Pacific  Resources,  is 
present. 

If  the  BLM  goes  ahead  with  tying  Federal  royalty  rates  to  pri- 
vate market  comparables  in  this  setting,  the  result  will  be  economi- 
cally indistinguishable  from  collusion  between  the  Federal  Grovern- 
ment  and  the  large  private  lessor. 

In  fact,  the  rise  in  royalty  rates  proposed  by  the  BLM  is  based 
on  a  myopic  view  of  the  industry's  ability  to  bear  higher  costs. 

Assertions  by  the  BLM  to  the  effect  that  the  industry  can  bear 
a  royalty  increase  because  current  economic  conditions  are  pretty 
healthy  are  wrong-headed. 

A  they-can-bear-it-now  standard  is  both  not  supported  by  the 
available  evidence  and  is  inconsistent  with  principles  of  fair  market 
value. 

The  U.S.  soda  ash  industry  is  subject  to  considerable  economic 
volatility  that  increases  risks  and  raises  the  cost  of  capital.  Under 
such  conditions,  reasonableness  of  returns  in  the  industry  and  its 
ability  to  bear  higher  royalty  rates  can  only  properly  be  assessed 
by  looking  over  extended  time  horizons. 

The  BLM  has  not  done  this. 

When  we  look  over  a  longer  time  horizon,  we  find  that  soda  ash 
prices  peaked  several  years  ago.  They  have  since  come  down  almost 
25  percent  in  real  terms. 

Similarly,  capacity  utilization  in  the  industry  varies  considerably 
over  time,  and  reached  a  recent  peak  five  or  six  years  ago. 

Not  surprisingly,  with  this  kind  of  volatility  in  prices  and  capac- 
ity utilization,  profitability  varies  over  time. 

Based  on  my  review,  the  industry  has  not  realized  excess  profit- 
ability under  the  regime  of  5  percent  royalties  on  soda  ash.  And  an 
increase  in  royalties  to  8  percent  would  carry  a  significant  prob- 
ability of  unreasonably  low  returns  in  the  industry. 

Even  when  returns  in  the  industry  are  inadequate,  the  economics 
of  the  industry  mean  that  it  will  continue  to  operate,  and  even 
make  incremental  investments.  The  industry  has  high  fixed  costs 
relative  to  variable  costs. 

These  fixed  costs  are  literally  sunk  into  the  ground.  As  a  result, 
royalties  that  are  in  fact  expropriative  can  be  assessed  without 
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driving  the  industry  out  of  business,  at  least  until  the  industry's 
capital  ceases  to  have  any  economic  life. 

With  large  sunk  costs,  operations  will  continue  so  long  as  vari- 
able costs  are  covered.  Any  recovery  of  fixed  costs  is  better  than 
none. 

But  the  ability  of  the  Federal  Gk>vemment  to  extract  greater  rev- 
enue from  the  industry  without  driving  it  under  in  the  short  run 
is  the  wrong  standard  for  public  policy. 

And  assertions  by  the  BLM  that  leases  at  8  percent  are  fair  mar- 
ket value  because  the  Wyoming  producers  bear  them  when  they 
are  put  on  the  market  by  the  Union  Pacific  is  wrong-headed  eco- 
nomic reasoning. 

With  hundreds  of  millions  of  dollars  of  capital  literally  sunk  into 
the  ground  in  Wyoming,  a  lessor  with  market  power  can  set  royal- 
ties far  above  fair  market  value  and  still  not  drive  the  producers 
away.  In  fact,  it  is  this  characteristic  of  mining  that  makes  it  so 
hard  for  governments  of  less  developed  countries  around  the  world 
to  resist  short-sighted  policies  of  expropriation.  It  would  be  horrible 
public  policy  for  the  United  States  to  go  down  that  path  under  a 
banner  of  fair  market  value. 

Finally,  an  increase  in  royalty  rates  would  run  counter  to  the  na- 
tion's international  trade  policies  by  reducing  U.S.  competitiveness 
and  possibly  triggering  a  flareup  in  the  growing  trade  war  with  the 
European  Union. 

To  the  extent  that  higher  Federal  royalties  would  cause  soda  ash 
sales  in  Europe  and  elsewhere  to  be  less  than  they  otherwise  would 
be,  production  in  the  U.S.  would  be  reduced. 

Moreover,  to  the  extent  that  higher  royalties  mean  higher  costs, 
we  would  expect  profits  to  be  reduced. 

Both  of  these  effects,  reduced  production  on  which  to  levy  royal- 
ties and  lower  corporate  profits  on  which  to  levy  income  taxes,  both 
of  these  effects  would  significantly  limit,  if  not  eliminate,  any  con- 
tribution to  Federal  revenues  that  otherwise  might  be  expected 
from  the  BLM's  proposal. 

In  light  of  these  considerations,  the  BLM's  proposal  is  bad  min- 
erals policy,  bad  revenue  policy,  and  bad  trade  policy. 

[The  prepared  statement  of  Mr.  Kalt  can  be  found  at  the  end  of 
the  hearing.] 

Mr.  Calvert.  Thank  you,  Mr.  Kalt. 

Next,  Mr.  William  Pennell,  Industrial  Minerals  Manager,  U.S. 
Borax,  Incorporated. 

STATEMENT  OF  WILLIAM  PENNELL,  INDUSTRIAL  MINERALS 
MANAGER,  U.S.  BORAX,  INC. 

Mr.  Pennell.  Thank  you. 

My  name  is  William  Pennell  and  I'm  the  Industrial  Minerals 
Manager  for  U.S.  Borax. 

I'm  pleased  to  have  this  opportunity  to  testify  and  wish  to  thank 
Congresswoman  Cubin  for  recognizing  the  importance  of  trona 
leasing  and  requesting  this  hearing. 

I  also  wish  to  thank  Chairman  Calvert  and  the  other  members 
of  the  Energy  and  Minerals  Subcommittee  for  holding  and  attend- 
ing this  meeting. 
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U.S.  Borax  is  a  global  industrial  minerals  mining  company 
headquartered  in  Valencia,  California.  U.S.  Borax  has  been  in  oper- 
ation in  the  United  States  for  nearly  125  years.  They  produce  60 
percent  of  the  world's  borates. 

We  have  active  exploration  programs  for  industrial  minerals  m 
several  States.  , 

Of  concern  to  this  hearing  is  our  exploration  and  attempts  to  con- 
vince the  BLM  to  hold  competitive  sodium  lease  sales  in  Wyoming's 
Green  River  Basin,  and  the  role  royalty  plays  in  that  process. 

I  won't  go  through  the  significance  of  trona  to  Wyoming  and  the 
United  States  because  that's  been  done  by  others,  but  it's  in  my 
testimony  that  I'd  like  to  submit  for  the  record. 

One  of  the  Bureau  of  Land  Management's  stated  land  use  man- 
agement objectives  is  to  facilitate  the  orderly  and  timely  develop- 
ment of  the  trona  resource  to  meet  national  and  export  needs.  Un- 
fortunately, this  objective  is  not  being  met.  There's  not  been  a  so- 
dium lease  sale  since  1986,  a  period  of  nine  years. 

BLM's  failure  to  issue  new  leases  is  costing  the  Federal  Treasury 
much  needed  potential  new  royalty,  bonus,  and  rent  revenues. 
Bonus  bids  alone  can  exceed  a  quarter  of  a  million  dollars  for  each 

section  leased.  ,    ,      ^ .        ^.  i        u 

U.S.  Borax's  proposed  lease  sale  includes  14  sections  and  could 
generate  well  in  excess  of  $3  million  in  bonus  bids  alone. 

U.S.  Borax  has  a  strong  industrial  minerals  mining  background, 
proven  expertise  in  mine  technology,  mineral  and  chemical  process- 
ing, global  marketing  and  mineral  transportation.  These  are  all  es- 
sential components  of  becoming  a  successful  trona  producer. 

U.S.  Borax  is  very  interested  in  the  opportunity  to  bid  on  Federal 
lease  tracts  in  the  Green  River  Basin.  We've  made  a  substantial 
commitment  to  achieve  this.  We've  spent  a  million  dollars  in  drill- 
ing and  other  exploration  and  delineation  activities  in  the  Green 
River  Basin.  We've  drilled  20  test  holes. 

We  began  this  work  in  1992  under  the  assumption  that  the  BLM 
would  proceed  forward  with  trona  leasing,  that  the  royalty  rate 
was  5  percent,  that  there  was  an  estabUshed  procedure  to  follow 
that  would  lead  to  a  BLM  sodium  lease  sale. 

We've  worked  closely  with  the  Wyoming  BLM  in  the  past  and 
continue  to  have  a  close,  on-going  working  relationship  with  them. 
The  BLM  required  additional  drill  data  and  we've  supplied  it. 
We've  applied  for  and  received  an  expiration  permit,  and  at  that 
time,  we  consider  that's  when  U.S.  Borax  entered  the  Green  River 
Basin.  ^,     , 

We've  done  everything  requested  by  the  BLM  to  move  the  lease 

sale  forward. 

Despite  our  actions  and  industry  interest  in  sodium  leasing,  no 
lease  sale  has  been  held,  as  I  said,  since  1986.  In  January  of  this 
year,  Mr.  Ian  White-Thompson,  the  President  and  CEO  of  U.S. 
Borax  wrote  a  letter  to  Mr.  Alan  Pierson,  BLM  State  Director  for 
Wyoming,  which  outlined  our  activities  within  the  known  sodium 
leasing  area,  and  our  disappointment  in  BLM's  failure  to  hold  the 

The  response  from  the  BLM  was  that  sales  have  been  postponed 
due  to  a  general  reduction  in  personnel  and  funding  for  Federal 
agencies. 
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I  would  like  to  submit  these  letters  to  the  Committee  for  inclu- 
sion in  the  hearing  record.  ,  -  ,  ,  .  ^ 
[This  information  can  be  found  at  the  end  of  the  hearmg.J 
Mr  Pennell.  While  it's  true  that  some  Federal  agencies  are  ex- 
periencing a  reduction  in  funding,  I  would  strongly  suggest  that 
the  economic  benefits  to  the  Federal  Treasury  would  far  exceed  the 
relatively  minor  costs  of  putting  up  the  lease  sale.  Very  few  addi- 
tional steps  are  needed  to  be  taken  by  the  BLM  to  conduct  the 

Another  reason  that  appears  to  have  delayed  a  sodium  lease  sale 
is  the  possibility  that  the  BLM  might  raise  the  existing  5  percent 
royalty  rate  on  soda  ash  production.  ,       ,  n 

I  wish  to  address  two  issues  here.  The  first  one  has  been  well- 
stated,  that  an  arbitrary  increase  in  the  royalty  rate  would  harm 
the  entire  industry. 

Any  increase  would  result  in  less  soda  ash  production,  less  reve- 
nue and  consequently  less  taxable  income  by  making  Wyoming's 
natural  soda  ash  more  expensive  than  the  highly  competitive  inter- 
national market.  ,      ^   .^  ix       4. 

Second,  and  something  more  close  to  my  heart,  if  a  roy^ty  rate 
increase  is  applied  only  on  new  leases,  I  believe  it  would  delay  or 
completely  deter  new  entrants  into  the  Green  River  Basin. 

All  new  facilities,  as  they  come  on  stream,  are  at  a  cost  disadvan- 
tage with  respect  to  the  established  producers.  A  royalty  rate  pen- 
alty would  be  a  severe  discouragement  to  a  company  considenng 
entering  the  Wyoming  soda  ash  business. 

I  would  argue  that  the  royalties  ought  to  be  well  thought  out, 
cautioning  that  I  personally  would  strongly  recommend  that  our 
company  not  enter  a  sale  at  8  percent  royalty  when  the  existing 
producers  were  at  a  lower  rate.  .  ,       ^^    i.    i.u 

In  conclusion,  U.S.  Borax  believes  there  are  great  benefits  to  the 
State  of  Wyoming  and  the  United  States  if  additional  sodium  lease 
sales  are  held  by  the  BLM  in  the  Green  River  Basin. 

We  urge  the  Congress  to  direct  the  BLM  to  issue  new  sodium 
lease  sales  in  the  Green  River  Basin,  and  to  keep  the  royalty  rate 
at  5  percent  for  all  existing  and  future  trona  producers. 

[TlS^  prepared  statement  of  Mr.  Pennell  can  be  found  at  the  end 

of  the  hearing.] 
Mr.  Calvert.  Thank  you,  Mr.  Pennell.  ,  c  j    a  u 

Next,  Mr.  John  Andrews,  President,  American  Natural  Soda  Ash 

Corporation. 

STATEMENT  OF  JOHN  ANDREWS,  PRESffiENT,  AMERICAN 
NATURAL  SODA  ASH  CORPORATION 

Mr  Andrews.  Mr.  Chairman  and  members  of  the  Committee, 
my  name  is  John  M.  Andrews  and  I  am  President  and  Chief  Execu- 
tive   Officer   of  the   American   Natural    Soda   Ash    Corporation, 

ANSAC 

ANSAC  represents  the  U.S.  industry  for  the  vast  majority  of  its 
exports  around  the  world  that  you've  heard  so  much  about  today. 
Included  in  our  membership  are  all  five  of  the  Wyoming  producers. 
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Soda  ash  is  truly  a  global  business,  with  31  million  tons  being 
produced  in  112  plants.  Many  of  these  plants  produce  for  a  local 
domestic  market  with  any  excess  production  being  exported 

Some  22  countries  exported  soda  ash  in  1994.  Because  of  the  nat- 
ural resources  in  the  United  States  and  the  major  investment  by 
the  Wyoming  producers,  we  now  have  a  competitive  advantage  over 
some  foreign  synthetic  producers.  However,  many  of  these  syn- 
thetic producers  remain  very  competitive  in  cost,  protected  by  tar- 
iffs and  thousands  of  miles  from  Wyoming.  . 

We  hope  to  increase  the  Federal  royalty  revenues  by  increasing 
soda  ash  exports.  We  can  do  so  only  if  our  cost  advantage  is  not 
weakened  by  arbitrary  actions  such  as  the  royalty  increase  pro- 
posed by  the  Bureau  of  Land  Management.  , 

This  increase  is  one  the  export  business  absolutely  cannot  afford. 
We  actually  need  to  lower  our  costs  and  improve  our  worldwide  re- 
turns in  order  to  obtain  new  investment  to  increase  production,  cre- 
ate jobs,  and  increase  royalty  revenues.     .   ^     ^     ,  ^«fu^,r^ 

RaisiAg  the  royalty  rate  will  make  our  industry  less  competitive, 
thus  reducing  export  sales  and  lowering  total  royalty  revenue. 

Much  has  been  made  of  tariff  reductions,  and  after  considerable 
time  and  effort  by  the  U.S.  Gk)vernment,  we  have  made  some 
progress  in  reducing  world  tariff  and  trade  barriers.  However  the 
deduction  in  these  barriers  has  been  modest  and  implementation  of 
those  reductions  will  be  painfully  slow.  ^        _.  j  .    ;„  «„^ 

Let  me  give  you  an  example.  Under  NAFTA,  import  duty  in  our 
largest  market;  Mexico,  will  be  reduced  only  one  Perce^*  Per  year 
The  U.S.  Government  aggressively  pursued  soda  ash  duties  under 
the  Uruguay  round,  but  many  major  markets  did  not  sign  onto  the 
proposal  In  only  a  few  isolated  instances  were  our  efforts  success- 

^Tariffs  remain  prohibitive  in  many  fast-growing  markets  India 
is  an  example.  Its  40  percent  duty  closes  the  market  to  imports  and 
is  leading  to  a  rapid  expansion  of  local  production.  fl„,„,o 

These  highly  protected  local  markets  allow  producers  to  finance 
exports  at  incremental  pricing.  A  royalty  increase  would  give  those 
markets  added  protection  at  our  expense.  . 

Today,  China  is  one  of  our  biggest  competitors,  having  built  four 
million  tons  of  capacity  in  the  last  decade.  China  has  a  25-percent 
tariff,  thus  its  home  market  is  protected,  high  priced,  and  it  fi- 
nances an  aggressive  export  program.  

Again  a  loyalty  increase  would  reduce  our  ability  to  compete 
with  China  in  both  its  home  market  and  throughout  Asia 

For  our  Gk)vernment  to  now  reduce  our  competitiveness  directly 
contradicts  these  tariff  efforts  and  will  create  self-imposed  barriers 
that  will  dwarf  whatever  minimal  progress  has  been  made. 

Let  me  give  you  a  few  facts  to  think  about. 

Exports  now  total  36  percent  of  U.S.  production.  Since  1970, 
there  has  been  no  growth  in  the  domestic  soda  ash  business. 

Royalties  resulting  from  exports  have  increased  from  $2  million 
in  1984  to  $7.7  million  in  1995,  a  385  percent  growth  .  ,    .  ^ 

Returns  on  soda  ash  are  such  that  new  U.S.  capacity  is  not  be  ng 
built  to  sufficiently  meet  future  export  needs  More  ^PO^^nt  y, 
overseas  producers  are  expanding  much  faster  than  the  U.b.  indus- 
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try.  Announced  overseas  capacity  increases  from  1995  to  the  year 
2,000  exceed  four  million  tons. 

Finally,  to  increase  volume,  we  have  had  to  pursue  distant,  less 
profitable  business.  Almost  20  percent  of  our  1994  export  business 
would  be  considered  marginally  profitable  or  unprofitable. 

This  proposed  increase  is  a  classic  regressive  tax  that  will  de- 
crease our  export  competitiveness,  decrease  our  growth,  and  slow 
the  growth  of  Federal  royalties. 

Many  of  the  larger  markets  are  aggressively  protected  by  anti- 
dumping regulations  literally  interpreted  by  local  governments  to 
protect  local  soda  ash  facilities.  Any  additional  cost  means  lower 
U.S.  market  shares  in  these  countries. 

While  ANSAC  export  volume  grew  in  1994,  it  was  at  the  expense 
of  pricing.  From  1991  to  1994,  ANSAC  pricing  was  reduced  20  per- 
cent. The  export  business  is  a  very  competitive  place. 

The  major  markets  which  we  are  actively  pursuing  for  growth 
have  tremendous  natural  geographic  protection.  We  must  produce 
in  Wyoming,  ship  1,200  miles  by  train,  load  on  an  ocean-going  ves- 
sel and  ship  12,000  miles  by  sea,  such  that  we  can  unload  in  a 
warehouse  and  ship  by  truck  or  bag  and  try  to  compete  with  the 
local  producer  with  duty  protection. 

This  industry  has  been  giving  up  pricing,  expanding  exports,  in- 
vesting in  America  and  creating  more  jobs.  And  we  are  already  in- 
creasing royalty  revenues. 

How  can  we  be  expected  to  do  more? 

Despite  the  difficulties  in  competition,  we  have  the  opportunity 
to  expand  export  sales  by  two  million  tons  by  the  end  of  this  dec- 
ade, thus  increasing  royalties  by  $5  million.  To  do  this,  we  need  to 
improve  our  costs.  This  royalty  increase  will  result  in  less  export 
sales. 

Thank  you. 

[The  prepared  statement  of  Mr.  Andrews  can  be  found  at  the  end 
of  the  hearing.] 

Mr.  Calvert.  Thank  you. 

OK,  I'd  like  to  ask  a  question. 

We  had  a  previous  witness.  Secretary  Armstrong,  who  indicated 
that  transportation  was  just  an  incremental  cost  in  the  extraction 
of  trona  and  getting  it  to  the  market. 

And  I'd  like  especially  from  the  producers'  perspective  on  this,  is 
transportation  just  an  incremental  cost  or  is  it  more  important 
than  that? 

Any  of  you? 

Mr.  CovERDALE.  No,  transportation  is  a  vitally  important  cost  in 
our  production,  especially  as  you  look  at  the  export  market,  getting 
product  out  of  Wyoming  to  the  ANSAC  ports.  The  cost  of  transpor- 
tation is  significant  and  on  an  equal  par  with  the  cost  of  produc- 
tion. 

Mr.  Calvert.  Is  it  valuable  to  you,  as  producers,  to  be  closer  to 
the  railhead  than  it  is  to  be  further  away? 

Mr.  Rabinowitz.  Well,  everybody  is  really  equally  situated  with 
regard  to  the  railhead,  and  you  really  only  have  one  choice  out  of 
Wyoming.  There's  really  a  minimal  value  with  regard  to  where  you 
are  in  Green  River.  Everyone  basically  ships  out  on  the  Union  Pa- 
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ciflc  Railroad  to  the  same  ports.  So  there  isn't  a  large  distinguish- 
ing factor  by  where  the  mine  may  be  located  within  Green  River. 

I  think  the  important  fact,  though,  is  that  the  transportation  is 
such  a  large,  large  percent  and  that's  just  another  activity  that  the 
Union  Pacific  Railroad  does,  and  it's  sort  of  another  way  that  they 
levy  revenue  on  the  producers  in  addition  to  their  royalties,  they 
have  a  monopoly  on  the  transportation  as  well  as  a  monopoly  on 
the  landholdings. 

Mr.  Calvert.  We're  referring  to  UP  as  a  monopoly  in  this  case 
because  logically  if  you  would  think  of  two  gas  stations  in  a  small 
town,  considering  the  trona  patch  in  Wyoming  is  a  relatively  small 
area  in  the  country,  if  a  gas  station  on  one  comer  is  selling  gas  for 
a  buck  a  gallon,  does  it  make  sense  that  if  someone  was  selling  it 
for  less,  would  it  raise  that  price. 

Do  you  think  that  if  the  Government  raised  its  price,  that  it 
could  lead  to  Union  Pacific  raising  their  prices? 

Mr.  Rabinowitz.  In  the  case  of  General  Chemical,  not  only  could 
it  lead  to  that,  it  would  most  definitely  lead  to  that.  We  have  a 
linkage  in  our  leases  to  the  Government  rate  and  we  submitted  a 
letter  to  the  BLM  basically  saying  that  a  full  53  percent  of  the  out- 
put of  the  industry  would  wind  up  seeing  an  increase  in  their  roy- 
alty rates  if  the  Government  was  to  act. 

So  it's  a  classic  case  of  chasing  your  own  tail  and  those  rates  will 
go  up,  and  then  the  Government  would  have  to  come  around  and 
raise  their  rates  and  it  would  keep  on  going  in  circles  until  eventu- 
ally, I  think  as  the  Commerce  Department  says,  it's  very  possible 
that  one  of  the  producers  may  not  survive. 

Mr.  Calvert.  Thank  you. 

Mrs.  Cubin. 

Mrs.  Cubin.  Thank  you,  Mr.  Chairman. 

Following  a  little  bit  further  along  with  that,  it  would  be  53  per- 
cent of  the  UP  leases  that  would  go  up,  and  then  when  you  take 
into  consideration  the  Federal  leases  that  would  go  up,  it  would 
take  it  into  80-percent-plus  that  would  actually  be  going  up. 

Is  that  correct? 

Mr.  Rabinowitz.  Yes. 

Mrs.  Cubin.  Thank  you. 

OK,  the  BLM  argues  that  the  Union  Pacific  leases  are  at  8  per- 
cent and  that  that  reflects  fair  market  value. 

Would  you  agree  with  me  if  I  said  that  that  is  misleading  be- 
cause it  reflects,  that  8  percent  for  the  leases  that  they  have  signed 
in  the  last  how  many  years  they  said,  reflects  a  rate  for  future  re- 
serves? 

Would  you  agree  with  me  if  I  said  that? 

Mr.  Rabinowitz.  Absolutely.  With  regard  to  its  long-term  time 
horizon,  very  few  leases  or  very  few  leaseholders  are  now  paying 
8  percent. 

With  regard  to  the  fair  market  value  issue,  though,  I  think  Mr. 
Kalt  would  be  in  a  better  position  to  discuss  that. 

Mr.  Kalt.  Well,  certainly  the  industry  has  to  plan  ahead  in  set- 
ting forth  its  mine  plans  and  the  producers  here  can  speak  more 
to  that. 
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But  for  that  reason,  as  was  stressed  by  Mr.  Pennell,  the  industry 
needs  lease  sections  coming  up  in  order  to  be  able  to  engage  in  the 
planning  and  expansion  of  the  industry. 

In  that  setting,  I  believe  the  evidence  is  quite  clear  that  UPR  has 
the  ability  to  strategize,  if  you  will,  and  extract  above  fair  market 
value  in  their  lease  and  royalty  rates. 

Tying  the  Federal  Grovernment  lease  to  the  UPR  comparable,  as 
the  BLM  has  stated  today,  puts  UPR  in  the  position  of  a  price  lead- 
er and  what  is  economically  indistinguishable  from  a  collusive  ar- 
rangement with  the  Federal  Government.  That  is,  they're  not  in 
competition  if  the  Federal  Grovernment  ties  itself  to  the  UPR  and 
the  tlPR  clearly  has  been  able  to  exercise  market  power. 

Mrs.  CuBiN.  So  what  would  be  the  timing  of  the  rate  increases 
on  those  Federal  leases?  Would  all  of  the  leases  go  up  immediately? 

Mr.  Rabinowitz.  I  think  93  percent  of  all  Federal  leases  or  all 
Federal  minable  trona  would  go  up  immediately.  They  were  all  ei- 
ther up  for  renewal  in  January  of  1993,  or  within  a  few  months 
thereafter,  but  I  think  the  number  now  is  93  percent. 

Mrs.  CUBIN.  Now,  I'm  just  going  to  ask — we  have  to  go  vote  in 
just  a  couple  minutes,  so  I'll  put  these  two  things  together. 

Well,  two  points.  The  antidumping  duties  that  have  just  been  as- 
sessed in  Europe  affect  the  floor  price  that  you  can  charge.  And  it 
raises  that  floor  price  so  that  they  can  undercut  you  much  more 
easily  than  they  could. 

Is  that  right? 

Mr.  Rabinowitz.  Absolutely. 

Well,  what  this  royalty  rate  increase  does  is  relieves  the  pressure 
of  the  European  industry  to  be  competitive. 

Right  now  we  have  a  pressure  that  there's  only  so  long  they  can 
keep  these  anticompetitive  prices  there.  By  raising  our  royalty  rate, 
we're  going  to  wind  up  increasing  the  amount  that  we  have  to 
charge  in  Europe. 

I  believe  industry,  to  get  that  market  share,  would  be  willing  to 
absorb  some  increased  costs,  but  it  wouldn't  be  legal  for  us  to  do 
so.  So  what  we'd  be  doing  is  providing  relief  and  providing  them 
with  no  reason,  no  incentive  to  be  competitive,  and  we  would  be 
providing  a  detriment  to  the  U.S.  industry  and  the  only  person 
being  benefited  would  be  the  European  producers. 

Mrs.  CUBIN.  The  last  question. 

What  would  you  consider  to  be  a  fair  method  to  establish  fair 
market  value,  and  what  is  your  opinion  of  competitive  bidding  on 
leases  and  the  royalty? 

Mr.  Rabinowitz.  I'll  take  the  second  question,  and  I'll  let  Mr. 
Kalt  answer  the  first  one. 

The  competitive  bidding,  we  are  a  bit  disturbed,  because  what  we 
heard  today  was  Secretary  Armstrong  sav  that  he's  going  to  put 
out  these  four  leases  in  two  or  three  weeks,  and  sort  of  see  what 
happens. 

And  what  he's  trying  to  do  is  I  think,  in  a  way,  trick  the  indus- 
try. You  know,  they're  going  to  come  out  and  we're  going  to  say, 
we  have  no  choice  but  to  bid  on  these  leases.  It's  the  only  trona 
there  is,  and  he's  picking  four  leases  that  everybody  wants. 

And  he's  going  to  come  out  and  say,  you  see,  everybody  bid  on 
these  8  percent  leases.  But  for  the  industry,  that  could  be  some  of 
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the  most  efficient  trona  we  could  get  because  our  infrastructure  is 
already  there. 

You  know,  he  may  want  to  consider  getting  15,  20  miles  away 
from  where  a  producer  is  and  try  and  put  four  leases  up  15  or  20 
miles  away  and  see  what  happens. 

So  we  think  that  what  he's  trying  to  do  is  to  sort  of  say,  you  see, 
8  percent's  the  rate,  they  paid  it. 

That  has  nothing  to  do  with  anything.  We're  just  trying  to  pro- 
tect our  long-term  investment,  and  as  long  as  we  can  make  an  in- 
cremental dollar,  we  would  bid  that  8  percent. 

With  regard  to  the  way  to  determine  fair  value,  I  think  Professor 
Kalt  has  looked  at  that  in  his  study  and  he  could  answer  that. 

Mr.  Kalt.  When  private  market  comparables  are  above  fair  mar- 
ket value,  as  a  result  of  the  exercise  of  market  power,  then  those 
comparables  are  not  an  appropriate  guide  to  setting  fair  market 
value  on  public  sector  Federal  leases. 

When  you  can't  turn  to  private  market  comparables  to  find  fair 
market  value,  then  one  approach  is  to  go  look  at  the  reasonable- 
ness of  the  returns  in  the  industry  over  the  long-time  horizon,  over 
the  life  of  the  capital  equipment  and  investments  in  the  industry. 

My  examination  there  indicates  that  in  the  industry  at  5  percent 
royalty  rates,  there  is  no  evidence  of  excessive  returns. 

And  second,  a  move  to  8  percent  royalty  rates  would  create  a  sig- 
nificant probability  of  below  acceptable  or  reasonable  rates  of  re- 
turn in  the  industry. 

Last,  with  respect  to  competitive  bidding,  the  argument  that  the 
BLM  seems  to  want  to  make  that  8  percent  must  be  fair  market 
value  because  we  can  put  the  leases  up  and  people  will  buy  at  that 
price,  is  in  fact  wrong  economic  reasoning. 

Any  monopolist  with  market  power  sets  the  price  at  a  level  to  get 
buyers  to  come  in  the  door.  And  it's  not  a  test  of  fair  market  value 
that  you  set  the  rate  at  8  percent  and  people  will  still  buy.  Fair 
market  value  has  to  make  reference  to  where  would  a  competitive 
market  set  the  royalty  rates. 

The  evidence  that  I  see  indicates  that  8  percent  would  be  above 
that  fair  market  value. 

Mrs.  CUBIN.  Thank  you. 

I  have  nothing  further,  Mr.  Chairman. 

Mr.  Calvert.  Thank  you. 

Maybe  we  have  time  for  one  more  question. 

Mrs.  Chenoweth.  I  just  have  a  very  quick  question  for  Mr.  Kalt. 

You  make  such  plain  common  sense.  I  see  from  your  vitae  that 
you've  been  hired  by  the  Federal  Government  in  the  past  to  study 
royalty  issues. 

Did  they  listen  to  your  analyses  or  look  at  your  work? 

Mr.  Kalt.  I  guess  perhaps  only  they  would  be  able  to  really  tell 
you  that  answer. 

I  have  worked  on  a  number  of  public  lands  issues.  One  of  the  key 
ones,  by  the  way,  concerned  Federal  minerals  leasing. 

I  have  worked  for  the  Crow  Tribe  of  Montana,  for  example,  in  de- 
termination of  their  lease  rates  on  coal.  There,  very  interestingly, 
the  market  was  being  established  by  the  Federal  Government  at 
about  12.5  percent.  And  the  Tribe  was  able,  in  a  competitive  set- 
ting, to  get  12.5  percent  for  its  royalties. 
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Interestingly,  in  Federal  coal  policy,  if  you  look  back  during  the 
Carter  years,  when  the  Federal  coal  leasing  policy  was  set,  the 
Federal  Government  recognized  it  had  market  power  there,  but  es- 
chewed the  policy  of  getting  as  much  money  as  possible  for  the 
Federal  Treasury  and  instead  went  to  a  fair  market,  not  a  maxi- 
mum market  value,  but  a  fair  market  value  standard. 

That's  not  being  done  in  the  case  of  soda  ash. 

Mrs.  Chenoweth.  Thank  you,  Mr.  Kalt.  That's  very  interesting. 

Mr.  Calvert.  And  thank  you. 

We  thank  you  for  coming  to  Washington  and  submitting  your 
testimony. 

I  would  like  to  say  we  will  extend  for  ten  legislative  days  for  ad- 
ditional material  for  the  record. 

And  again,  I  want  to  thank  all  the  witnesses  if  they're  still  here, 
and  this  hearing  is  adjourned. 

[Whereupon,  at  4:35  p.m.,  Tuesday,  May  9,  1995,  the  Committee 
was  adjourned,  subject  to  call  of  the  Chair,  and  the  following  was 
submitted  for  the  record:] 
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STATE  OF  WYOMING 

OFFICE  OF  THE  GOVERNOR 

STATE  CAPITOL  BLTILDING 
JIM  GEREVGER  CHEYENNE,  WY  82002 

GOVERNOR 

Testimony  of  Governor  Jim  Geringer  to  the  U.  S. 
House  of  Representatives,  Subcommittee  on  Energy 
and  Mineral  Resources,  Washington,  DC,  May  9, 1995 

I  am  Jim  Geringer,  Governor  of  Wyoming.  Thank  you,  Mr.  Chairman,  and 
committee  for  your  invitation  to  address  mineral  royalty  rates  for  soda  ash 
produced  in  our  state. 

Wyoming  is  a  state  rich  in  natural  resources.  We  have  worid  class 
deposits  of  coal,  large  reserves  of  natural  gas,  the  largest  deposits  of  trona 
in  the  worid,  and  other  leading  mineral  assets.  We  also  have  some  of 
America's  best  scenery,  recreation  opportunities,  and  quality  of  life.  We 
are  always  looking  for  opportunities  to  improve  on  what  we  have. 

Minerals  are  a  key  to  Wyoming's  economic  vitality.  Minerals  are  the  basis 
for  many  of  the  quality  jobs  in  our  state  and  contribute  mightily  to 
Wyoming's  tax  revenues.  I  have  set  a  goal  of  diversifying  Wyoming's 
economy  away  from  pure  mineral  production  but  at  the  same  time  I 
acknowledge  the  critical  role  that  minerals  will  continue  to  play.  My 
philosophy  of  taxation  and  government  is  to  enhance  revenues  through  an 
enhanced  economy  and  to  reduce  government  expenditures  through 
reduced  demand  for  government  services.  I  believe  it  is  far  better  to 
increase  mineral  revenues  through  new  production  than  it  is  through  new 
taxes. 
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Wyoming  has  the  world's  largest  known  deposit  of  trona.  That  raw 
material  is  extracted  from  underground  mines  in  southwest  Wyoming, 
processed  into  soda  ash  and  used  as  the  basis  for  a  variety  of  chemicals  and 
products  including  the  manufacture  of  glass  and  detergents. 

The  U.S.  domestic  market  for  soda  ash  is  flat.  Industry  growth  is 
occurring,  not  in  domestic  market  expansion,  but  in  foreign  trade.  Exports 
are  the  key  to  the  health  of  the  industry.  Exports  currently  make  up  one- 
third  of  the  total  U.  S.  soda  ash  sales. 

The  key  to  viability  in  the  trona  industry  is  market  share.  In  any 
commodity  marketing  strategy,  the  cost  of  the  product  is  the  primary  factor 
in  maintaining  market  share  in  the  face  of  competition.  I  am  here  today  to 
warn  that  considerations  by  the  BLM  for  increased  mineral  royalty  rates  on 
soda  ash  is  essentially  tinkering  with  market  viability.  In  an  industry 
where  53  percent  of  the  total  margin  available  already  goes  to  taxes,  any 
further  increase  in  tax  will  significantly  affect  the  competitiveness  of 
Wyoming  soda  ash  producers.  I  am  acutely  aware  of  how  to  maintain 
market  share  through  competitiveness.  Prior  to  my  election  as  Governor,  I 
was  primarily  engaged  in  agricultural  production  and  marketing.  Even 
though  my  commodities  were  of  a  different  form,  the  marketing  principles 
certainly  were  not. 

The  proposal  by  the  BLM  to  raise  the  rate  is  based  on  what  they  consider 
to  be  fair  market  value.  Based  upon  what  I  have  been  able  to  determine, 
the  BLM  approach  is  faulty  in  that  it  only  looks  to  leases  held  by  the 
Union  Pacific  Resources  Company  for  market  determination.  In  fact,  the 
BLM  approach  must  also  consider  market  forces  such  as  a  competitive  and 
emerging  production  capability  in  China  and  the  unfair  imposition  of 
dumping  fees  by  the  European  Community. 

In  the  calculation  of  taxation  by  government,  it  is  incumbent  upon  those  of 
us  who  are  in  policy  making  roles  to  consider  not  just  the  revenues 
governments  desire  to  accumulate,  but  to  also  weigh  the  effect  of  the  taxes 
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on  the  producer  and  the  resulting  effect  on  the  producer's  competitiveness. 

Again,  I  note  that  the  BLM  approach  is  focused  exclusively  on  the  UP 
Resources  comparability  and  pays  scant  attention  to  market  reality.  Our 
own  U.  S.  Department  of  Commerce  through  the  International  Trade 
Administration  has  already  concluded  that  until  foreign  trade  barriers 
against  U.  S.  ejcports  are  reduced,  an  increase  in  domestic  royalty  rates 
would  be  very  detrimental.  European  and  Chinese  competition  will 
quickly  fill  the  gap  if  U.  S.  soda  ash  producers  have  to  raise  their  prices  to 
accommodate  increased  federal  taxes. 

Earlier  this  year,  I  had  asked  Wyoming  BLM  officials  to  share  information 
on  their  assessment  of  the  need  to  raise  the  royalty  rate.  They  hesitated, 
stating  that  some  of  the  information  they  used  was  confidential  and 
proprietary.  I  explained  that  I  was  perfectly  trustworthy,  especially 
considering  the  fact  that  Wyoming  and  the  federal  government  share  any 
royalties  collected.  Increased  collections  should  mean  that  Wyoming 
would  receive  its  share  of  the  increase.    I  was  then  assurred  by  Wyoming 
BLM  officials  that  I  would  receive  a  copy  of  the  BLM  analysis.  But  it 
never  came.  Even  after  members  of  my  staff  made  repeated  follow-up 
requests,  the  BLM  has  not  revealed  any  of  their  analysis  or  reports.  I 
consider  BLM's  reluctance  to  be  a  breach  of  faith.  Information  that  could 
be  beneficial  to  proper  application  of  federal  and  state  laws  and  agreements 
should  be  available  to  both  parties.  I  am  led  to  believe  that  the  BLM 
analysis  is  neither  credible  nor  capable  of  withstanding  peer  review  and 
critique. 

Diversification  of  Wyoming's  economy  depends  in  large  measure  on  our 
ability  to  encourage  adding  value  to  raw  materials  before  export  from  our 
state.  You  may  have  noticed  my  earlier  references  to  both  trona  and  to 
soda  ash  as  I  discussed  this  mineral.  The  terms  are  not  interchangeable. 
Let  me  clarify.  Trona  is  the  sodium  based  mineral  as  it  exists  underground 
and  as  it  is  extracted.  Soda  ash  is  a  value-added  product  that  is  the  form  of 
the  Wyoming  exported  product.  The  tax  currently  imposed  by  the  BLM  is 


54 


on  soda  ash,  or  the  value  added  product.  The  royalty  is  not  based  on  the 
trona  as  it  is  mined.  That  imposes  a  negative  incentive  to  add  value  in 
Wyoming.  I  definitely  object  to  that.  My  goal  is  to  increase  value-added 
activity  in  our  state,  not  to  imjxjse  policies  that  push  the  other  way. 

I  am  here  today  to  firmly  oppose  the  BLM  proposal  to  increase  the  royalty 
rate  on  soda  ash.  I  believe  that  increased  revenues  are  better  achieved  by 
keeping  Wyoming  soda  ash  competitive  in  world  markets  and  thereby 
allowing  increased  market  share.  I  continue  to  support  efforts  by  the 
industry  and  the  U.  S.  Commerce  Department  to  break  down  trade  barriers 
which  limit  the  export  of  American  production.  I  urge  you  to  prevent  an 
increase  in  royalty  rates  at  this  time. 

Government  has  for  many  years  promoted  a  tax  and  expenditure  policy  that 
relies  on  the  faulty  assumption  that  if  government  needs  more  revenue,  it 
should  simply  increase  taxes.  It  is  faulty  because  as  taxes  increase,  the 
taxpayer  in  a  competitive  situation  has  less  ability  to  stay  in  production. 
Eventually,  there  will  be  fewer  producers  and  thus  less  revenues.  If 
government  continually  increases  taxes  to  keep  income  steady,  it  ignores 
the  most  fundamental  rule  of  market  economics. 

I  will  close  with  an  illustration  of  this  point  by  relating  a  story  fi"om 
history,  recorded  during  the  reign  of  King  John  in  Merrie  Old  England. 

J2.JO 

In  the  year  20W,  King  John  of  England  had  an  idea.  For  many  years,  the 
Royal  Forest  had  been  available  to  all  who  paid  the  usage  fee.  Paying  the 
tribute  to  the  crown  gave  nobleman  and  peasant  alike,  public  access  to 
hunt,  fish  and  general  use  of  the  property. 

The  king  felt  the  need  to  protect  the  resource  and  the  quality  of  the 
clientele  using  the  property  but  did  not  wish  to  see  a  decline  in  revenues. 
After  all,  he  still  had  a  war  with  France  to  support.  He  decided  to  raise  the 
fee  so  as  to  make  it  accessible  only  to  the  noble  class  who  had  the  means  to 
pay.  To  carry  out  his  decree,  this  king  appointed  Thomas  Mulberry  as 
Royal  Forester. 
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It  wasn't  long  before  Thomas  realized  that  he  had  a  problem.  The 
king  expected  a  certain  amount  of  revenue  each  month  but  there  simply 
weren't  enough  customers  among  the  upper  classes  to  maintain  the 
projected  revenues. 

In  order  to  keep  to  the  crown's  budget,  Thomas  decided  to  allow  use 
of  the  forest  by  some  of  the  local  peasants  at  a  discounted  rate.  This  kept 
the  king's  coffers  filled  and,  at  the  same  time,  still  restricted  the  use  of  the 
land  for  proper  management  of  the  resource. 

After  six  months,  the  king  summoned  Thomas  to  report.  "Well,  my 
Royal  Forester,  is  my  plan  working  as  expected?"  asked  the  king. 

"Yes,  your  highness,"  replied  Thomas.  "Revenues  are  as  projected." 
The  king  was  obviously  pleased. 

Thomas  then  dutifully  added,  "There  was  one  problem,  but  I  did 
manage  to  solve  it."  He  then  described  how  there  were  not  enough  well- 
to-do  noblemen  to  maintain  the  budgeted  revenues  so  he  had  used 
discretion  in  allowing  some  peasants  to  use  the  land  at  a  discounted  rate. 
The  king  listened  intently  and  indicated  a  grasp  of  the  situation. 

The  following  morning  Thomas  the  Royal  Forester  was  hanged  for 
treason. 

Mr.  Chairman,  I  trust  I  will  not  be  similarly  treated.  Thank  you  for  your 
courtesy  and  consideration. 
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Statement  of  Mr.  Thomas  Coverdale 

Resident  Manager,  FMC  Wyoming 

House  Resources  Subcommittee  on  Energy  and  Mineral  Resources 

May  9, 1995 


Good  afternoon.  My  name  is  Tom  Coverdale.  I  am  the  Resident  Manager  of  FMC 
Wyoming's  Green  River  Wyoming  soda  ash  facility.  I  am  accompanied  today  by  Roger 
Harris,  Vice  President  of  Texas  Gulf  Soda  Ash,  Michael  Duffy,  Vice  President  of  Rhone 
Poulenc  Soda  Ash,  and  Rick  Casey,  Vice  President  Solvay  Minerals,  We  are  all  available 
to  respond  to  your  questions. 

The  soda  ash  industry  plays  an  important  role  in  our  domestic  economy  and  balance  of 
trade.  We  supply  one  of  the  basic  raw  materials  used  in  the  production  of  flat  glass  and 
glass  containers.  Soda  ash  is  also  a  building  block  for  other  chemical  products  critical  to 
our  nation's  economy.  We  are  proud  to  say  that  together,  the  five  Wyoming  soda  ash 
producers  employ  some  3400  people  in  Sweetwater  County  Wyoming,  pay  $33  million  in 
state  and  local  taxes,  and  $14  million  in  federal  royalties. 

We  are  here  on  behalf  of  the  five  major  soda  ash  producers  in  Wyoming.  We  appreciate 
the  opportunity  to  say  why  we  are  opposed  to  the  Bureau  of  Land  Management's 
proposed  increase  in  the  cunent  soda  ash  royalty  rate  for  Wyoming  producers  fi^om  5%  to 
8%. 

If  imposed  on  new  or  existing  leases,  this  60%  increase  in  our  existing  royalty  rate  will 
reduce  our  opportunities  to  export  and  could  in  fact  result  in  lower  revenues  to  the  U.S. 
Treasury  and  to  the  state  of  Wyoming.  In  short,  we  believe  this  increase  is  neither  in  the 
national  interest  nor  that  of  our  state. 

Let  me  emphasize,  Mr.  Chairman,  that  this  industry  is  not  opposed  to  paying  a  royalty  to 
the  federal  government  for  the  right  to  mine  on  federal  lands.  We  recognize  an  obligation 
to  pay  our  fair  share  to  the  federal  government.  But  we  believe  our  current  royalty  rates 
to  be  consistent  with  the  rates  paid  by  other  minerals  under  the  Mineral  Leasing  Act. 
And,  if  left  unchanged  we  believe  the  current  royalty  rate  will  have  a  net  beneficial 
impact  over  the  increase  being  proposed. 

Let  me  summarize  as  succinctly  as  I  can  why  we  believe  the  proposed  increase  will  not 
serve  to  increase  revenues  to  the  Federal  Treasury.  Many  of  the  points  I  will  make  will 
be  elaborated  upon  by  others  on  this  panel. 
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First,  the  growth  of  domestic  soda  ash  production  is  totally  dependent  on  our 
capability  to  penetrate  foreign  markets.  Because  95%  of  the  world's  trona  reserves  are 
in  Southwestern  Wyoming  does  not  automatically  ensure  us  a  dominant  place  in  the 
world  soda  ash  market.  Alternative  methods  for  the  manufacture  of  soda  ash  exist  and 
these  synthetic  processes  compete  in  the  global  market  and  are  often  protected  by  foreign 
governments  which  raise  artificial  trade  barriers  to  U.S.  competition. 

Our  recent  growth  in  exports  has  been  hard  won  and  supported  by  efforts  of  the  U.S. 
government.  The  major  U.S.  soda  ash  producers,  with  Congress'  support,  have  formed  a 
Webb-Pomerene  export  corporation,  The  American  Natural  Soda  Ash  Corporation 
(ANSAC).  As  domestic  producers,  we  recognize  that  without  a  concerted  alliance  such 
as  ANSAC,  we  simply  cannot  compete  against  the  many  artificial  trade  barriers  imposed 
by  countries  attempting  to  protect  their  own  less  efficient  producers.  As  the  graph 
displayed  here  indicates,  over  the  last  fifteen  years,  domestic  demand  for  soda  ash  has 
remained  flat.  All  growth  has  been  realized  in  exports. 

Imposing  a  60%  increase  in  our  current  federal  royalty  rate  is  in  effect  like  having  our 
own  government  impose  a  domestic  tariff  on  U.S.  production.  It  simply  adds  to  our 
overall  cost  structure.  Global  competition  in  basic  commodities  such  as  soda  ash  is 
affected  by  any  marginal  increase  in  the  cost  of  production,  including  royalties.  With  the 
EU  having  just  imposed  provisional  dumping  duties  ranging  up  to  14%,  the  imposition  of 
an  8%  royalty  will  foreclose  us  from  the  European  market  in  the  short  term,  and  make  our 
fight  against  these  unfair  EU  duties  more  difficult. 

Second,  the  term  "fair  market  value"  is  very  difficult  to  apply  to  privately  held  trona 
leases  in  Wyoming  and  therefore  cannot  be  a  principal  criterion  for  federal  royalty 
rates.  As  the  map  of  the  current  lease  patterns  in  the  so-called  "trona  patch"  of 
Southwestern  Wyoming  illustrates,  approximately  half  of  all  the  lease  blocks  are  held  by 
private  parties.  You  can  readily  see  that  this  "checkerboard'  pattern  requires  that  we 
negotiate  for  these  leases  as  well  as  federal  leases. 

However,  because  of  the  way  we  mine  trona,  we  simply  cannot  hopscotch  around  these 
privately  held  leases.  We  are  mining  some  1500  feet  beneath  the  surface  and  economics 
does  not  allow  us  to  zig  zag  our  way  around  privately  held  lease  blocks.  In  short, 
prospective  lessees  have  little  or  no  market  power  when  it  comes  to  negotiating  royalties 
on  these  privately  held  leases.  They  simply  cannot  pick  up  and  leave  if  they  do  not  like 
the  rate  or  terms  they  have  been  offered. 
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Each  company  has  independently  negotiated  the  terms  of  their  private  party  leases  and 
royalties.  Their  is  some  difference  between  the  lease  terms.  But  one  point  needs  to  be 
made,  should  the  federal  government's  royalty  increase,  none  of  these  leases  on  private 
lands  will  be  below  the  federal  lease  rate,  and  because  of  a  clause  in  the  lease  itself,  some 
leases  will  continue  to  exceed  the  federal  royalty  rate. 

Thus,  the  trona  industry  has  little  if  any  negotiating  influence  on  the  rates  established  by 
private  parties.  While  this  may  be  an  argument  of  greater  or  lesser  validity  for  other 
minerals,  it  is  not  a  valid  argimient  in  the  case  of  trona. 

Third,  the  application  of  an  unrealistic  "fair  market  value"  principle,  which  is  based 
upon  the  prospect  for  continuing  soda  ash  export  growth,  will  undermine  the  very 
potential  for  such  growth.  The  BLM  is  attempting  to  estabhsh  the  need  for  an  increased 
royalty  on  the  basis  of  private  lease  rates,  and  the  prospect  of  continued  growth  in  the 
industry's  export  business.  I  have  already  discussed  why  private  lease  rates  do  not 
determine  fair  market  value. 

With  respect  to  export  growth,  as  indicated  this  is  the  area  where  industry  growth  has 
occurred  and  can  continue  to  occur.  However,  if  we  leave  this  committee  with  any  single 
impression  today,  it  is  that  the  prospect  for  future  growth  in  the  international  market  is 
almost  entirely  dependent  on  holding  down  our  costs  of  production.  It  is  for  this  reason 
that  all  of  our  companies  have  taken  significant  cost  reduction  measures  over  the  last  few 
years. 

Unlike  other  leasable  minerals,  soda  ash  producers  cannot  bid  on  a  variety  of  private  and 
federal  leases  in  a  wide  variety  of  locations  (e.g.  coal  or  oil  and  gas).  We  have  large  sunk 
investments  in  major  processing  facilities  which  accompany  our  mining  activity  (the 
process  for  converting  trona  to  soda  ash  is  complex  and  capital  intensive). 

The  investment  of  foreign  capital  into  southwest  Wyoming  is  based  on  the  favorable 
prospect  that  the  U.S.  producers  can,  under  existing  lease  arrangements,  realize  this 
significant  growth  potential  despite  tough  international  conditions.  Moreover,  the  U.S. 
government,  through  both  the  Department  of  Commerce  and  the  USTR,  have  actively 
sought  to  promote  this  export  potential  by  working  to  gain  entry  into  markets  such  as 
Europe  where  the  barriers  are  high. 

The  BLM's  proposal  seems  to  run  counter  to  these  facts.  It  in  essence  seeks  to  exact  a 
greater  return  from  anticipated  future  growth  without  recognizing  in  the  process  it  might 
undermine  the  very  potential  for  that  additional  export  growth. 
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Mr.  Chairman,  our  experts  here  today  can  ampliiy  on  each  of  these  points.  In  summary, 
we  would  conclude  by  saying  that  our  analysis  would  seem  to  indicate  that  the  current 
royalty  rate,  if  allowed  to  continue,  is  more  likely  to  raise  more  monies  to  the  Treasury 
than  the  proposed  higher  rate.  This  to  us  seems  to  be  the  real  test  of  "fair  market  value" 
and  certainly  is  best  for  both  the  Wyoming  economy  and  the  Treasury.  1  would  like  to 
submit  for  the  record,  an  analysis  of  the  projected  revenues  to  the  Treasury  which  would 
result  from  the  proposed  increase  to  8%.  This  analysis  was  prepared  since  the  EU 
aimounced  its  provisional  dumping  duties.  Thank  you  for  your  consideration  of  our 
views. 
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Testimony  of  Roy  Rablnowltz 

Director  of  Taxation 

General  Chemical  Corporation 

Before  the  Energy  and  Mineral  Resources  Subcommittee 

of  the  House  Resources  Committee 

Nay  9,  1995 


My  name  Is  Roy  Rablnowltz,  and  I  am  the  Director  of 
Taxation  of  General  Chemical  Corporation.   I  very  much 
appreciate  the  Subcommittee's  decision  to  hold  these  hearings 
at  this  time,  and  I  welcome  the  opportunity  to  participate  In 
the  discussion.   I  would  like  to  focus  my  remarks  on  the 
adverse  trade  consequences  In  Europe  that  would  be  associated 
with  a  royalty  Increase  of  the  sort  that  has  been  suggested. 
As  the  Subcommittee  Is  aware,  the  European  Commission  only  last 
month  Imposed  substantial  provisional  dumping  duties  on  U.S. 
soda  ash  producers.   Those  duties  undoubtedly  will  Inflict 
Immediate  damage  on  the  U.S.  Industry's  prospects  In  the 
extremely  Important  European  soda  ash  market.   The  central 
point  of  my  testimony  Is  that  the  Imposition  of  a  royalty 
Increase  on  top  of  those  duties  could  well  have  the  effect  of 
totally  excluding  U.S.  exports  from  that  market,  perhaps 
permanently. 

Under  the  European  antidumping  system,  which  Is  similar 
to  our  own,  foreign  country  exports  to  Europe  may  not  be  priced 
below  a  level  known  as  "normal  value."   Normal  value  Is  the 
average  price  charged  In  the  home  market,  with  the  caveat  that 
any  prices  that  are  below  a  level  known  as  the  "cost  to  make 
and  sell"  are  excluded  from  the  average.   If  there  Is  an 
Increase  In  the  royalty  rate  from  five  to  eight  percent,  the 


61 


cost  Increase  for  most  companies  in  the  industry  is  likely  to 
cause  their  "cost  to  make  and  sell"  to  exceed  a  tier  of 
domestic  prices  that  now  is  not  exceeded.   That  tier  will 
therefore  be  excluded  from  the  averaging  process,  with  the 
result  that,  in  the  case  of  General  Chemical's  price  list  and 
customer  volume,  normal  value  will  increase  not  merely  by  the 
actual  increase  in  cost  that  is  experienced,  but  by  an 
exponential  amount.   If  one  accepts  the  cost  and  price  figures 
used  by  the  European  Coimnission  in  its  dumping  action,  an 
increase  in  the  royalty  rate  of  only  one  and  a  half  percentage 
points  will  produce  an  increase  in  General  Chemical's  normal 
value  of  over  ten  percent.   If  one  does  not  accept  the 
Commission's  figures  (and  we  do  not),  an  increase  in  the  rate 
of  one  percentage  point  will  nonetheless  produce  an  increase  in 
normal  value  that  approximates  six  percent.   We  believe  that 
other  producers  will  experience  similar  increases. 

Since  the  U.S.  industry  has  attempted  to  price  its 
products  in  Europe  as  close  to  normal  value  as  possible  (i.e. , 
as  low  as  the  industry  can  possibly  price  them  consistent  with 
the  antidumping  law) ,  and  since  European  producers  have  been 
consistently  lowering  their  own  prices  to  levels  below  American 
prices  in  a  successful  effort  to  drive  U.S.  exports  from  the 
market,  any  increase  in  normal  value,  and  any  corresponding 
increase  in  U.S.  prices,  would  be  harmful  to  our  trade 
position.   An  increase  of  six  or  ten  percent  would  be 
devastating.   Even  without  the  royalty  increase,  U.S.  exports 
to  Europe  have  fallen  by  more  than  two- thirds  in  the  last  two 
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years  as  a  result  of  antidtimping  pressures  and  aggressive  --  we 
would  argue,  predatory  --  European  pricing.   The  cost  increase 
will  thus  result  in  a  significant  loss  of  exports  and  revenues 
at  a  time  when  the  nation's  trade  deficit  is  already  at 
historically  high  levels.   This  result  simply  cannot  be  sq[uared 
with  the  commitment  of  the  Administration  and  the  Congress  to 
confront  this  deficit  and  expand  U.S.  trade. 

Moreover,  in  light  of  our  trade  posture  in  Europe,  this 
would  be  the  very  worst  time  to  impose  a  royalty  increase  on 
the  U.S.  soda  ash  industry.   We  believe  that  the  duties  that 
have  been  assessed  are  based  largely  on  unfair  cost 
allocations.   The  prices  of  the  European  industry  that  have 
undercut  U.S.  sales  are  similarly  unfair  and  anticompetitive. 
The  imposition  of  a  royalty  increase  now,  before  the  U.S. 
industry  has  had  a  chance  to  contest  these  actions  of  the  EC 
and  the  European  industry,  could  significantly  assist  our 
European  competitors  in  their  efforts  to  exclude  us  from  their 
home  market.   Thus,  while  in  our  view  there  will  never  be  a 
defensible  time  to  impose  this  increase,  the  selection  of  the 
current  time  strikes  us  as  particularly  perverse. 

Before  concluding,  I  would  like  to  turn  to  two 
additional  points  that  we  believe  are  of  critical  importance. 
The  first  is  that  the  European  antidiimping  regime  is  by  no 
means  unique.   The  U.S.  industry  has  already  been  threatened 
with  diimping  actions  in  Australia  and  Mexico,  both  of  which 
have  antidumping  systems  like  Europe's,  where  small  increases 
in  royalty  costs  can  result  in  exponential  increases  in  normal 
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value.   Other  such  actions  are  likely  in  the  event  of  a  royalty 
increase.   Thus  numerous  export  markets  could  be  lost  as  a 
result  of  the  phenomenon  described  above. 

Second,  these  export  markets  would  be  placed  at  risk  for 
the  sake  of  federal  revenues  that  are  totally  inconsequential. 
As  the  industry  study  that  has  been  placed  in  the  record 
demonstrates,  the  revenues  that  would  result  from  a  royalty 
increase  will  not  exceed  $1  million  per  year,  will  almost 
certainly  be  less  than  that  amount,  and  could  well  be  negative. 
We  believe  it  would  be  completely  unreasonable  to  incur  the 
adverse  trade  consequences  that  will  result  for  the  benefit  of 
such  minimal  --  or  negative  --  revenues. 

I  look  forward  to  responding  to  the  Sxibcommittee' s 
questions  on  these  matters. 
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Executive  Summary 

Subcommittee  on  Energy  and  Mineral  Resources 

Committee  on  Resources 

U.S.  House  of  Representatives 

FEDERAL  ROYALTY  RATES  ON  WYOMING  SODIUM  MINERALS 

Joseph  P.  Kalt 

Harvard  University  and  The  Economics  Resource  Croup,  Inc. 

March  23,  1995- 

The  increase  in  soda  ash  royalty  rates  proposed  by  the  Bureau  of  Land  Management  is 
inconsistent  with  the  appropriate  pubUc  poHcy  principles  applicable  to  minerals  leasing.  Most 
fundamentally,  the  8%  royalty  rate  on  produced  soda  ash  is  not  based  on  a  fair  market  value 
determination.  Rather,  it  is  based  on  private  sector  royalty  rates  that  are  demonstrably  the  result 
of  the  exercise  of  monopoly  market  power  in  the  private  sector,  where  a  single  large  private 
lessor  is  present.  Tying  federal  royalty  rates  to  private  market  "comparables"  in  this  setting 
would  be  economically  indistinguishable  from  collusion  between  the  Federal  Government  and 
the  large  private  lessor. 

Unlike  most  other  federally-leased  minerals  (with  royalty  rates  commonly  at  12.5%), 
sodium  mineral  royalties  are  assessed  against  the  value  of  the  processed  product  (soda  ash),  rather 
than  the  trona  ore  that  is  extracted  from  federal  property.  Expressed  as  a  percent  of  the  value 
of  the  latter,  the  much-talked-about  5%  royalty  on  processed  soda  ash  amounts  to  a  17%  royalty 
on  trona  ore;  and  the  BLM's  proposed  8%  royalty  on  soda  ash  would  amount  to  approximately 
a  27%  royalty  on  trona  ore.  Not  only  is  the  latter  based  on  market  values  arrived  at  in  a  non- 
competitive market.  There  also  is  no  evidence  that  current  royalty  rates  are  permitting  producers 
to  earn  unreasonably  high  profits  on  their  operations.  In  fact,  the  rise  in  royalty  rates  proposed 
by  the  ELM  is  based  on  a  myopic  view  of  the  industry's  ability  to  bear  higher  costs  and  still  earn 
a  reasonable  return  on  its  long-lived  investments.  Such  myopia  potentially  puts  the  Federal 
Government  in  the  position  of  expropriating  the  sunk  capital  of  the  industry. 

Finally,  an  increase  in  royalty  rates  would  run  counter  to  the  nation's  international  trade 
policies  by  sharply  reducing  U.S.  competitiveness  in  the  world  soda  ash  market  and  possibly 
triggering  a  flare  up  in  a  growing  trade  war  with  the  European  Union.  Lost  sales  and  higher 
costs  as  a  result  of  a  royalty  increase,  in  turn,  would  significantly  limit,  if  not  eliminate,  any 
contribution  to  federal  revenues  that  otherwise  might  be  expected  from  the  BLM's  proposal. 

In  light  of  these  considerations,  the  BLM's  proposal  is  bad  minerals  leasing  policy,  bad 
revenue  policy,  and  bad  trade  policy. 
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Subcommittee  on  Energy  and  Mineral  Resources 

Committee  on  Resources 

U.S.  House  of  Representatives 

FEDERAL  ROYALTY  RATES  ON  WYOMING  SODIUM  MINERALS 

Statement  of 

Joseph  P.  Kalt 

Harvard  University  and  The  Economics  Resource  Group,  Inc. 

March  23,  1995 

I.  Introduction 

My  name  is  Joseph  P.  Kalt.  I  am  the  Ford  Foundation  Professor  of  International  Political 
Economy  at  the  John  F.  Kennedy  School  of  Government.  Harvard  University.  I  also  serve  as  a 
senior  economist  with  The  Economics  Resource  Group.  Inc.,  an  economic  consulting  firm 
specializing  in  antitrust  and  regulatory  policy,  with  particular  emphasis  on  energy  and  natural 
resource  sectors.  I  am  a  specialist  in  natural  resource  economics  and  have  written  and  taught 
extensively  on  natural  resource  policy,  including  public  lands  issues  and  minerals  leasing  policy. 
I  have  also  consulted  extensively  in  these  areas  in  the  private  sector,  as  well  as  for  federal 
agencies,  state  agencies,  and  numerous  American  Indian  tribes. 

When  the  Bureau  of  Land  Management  (BLM)  originally  put  forth  its  proposed  increase 
in  the  royalty  rate  on  trona  ore  produced  from  federal  leases  in  Wyoming,  I  was  asked  by  one 
of  the  major  Wyoming  producers  of  soda  ash.  General  Chemical  Corporation,  to  analyze  the 
BLM's  methods  and  conclusions.  In  Februar.'  1993, 1  produced  a  report  setting  forth  my  analysis 
and  submitted  that  report  to  the  Bureau  of  Land  Management.  I  have  since  updated  my  research 
and  will  set  forth  and  summarize  my  findings  here. 

I  do  not  believe  that  the  increase  in  soda  ash  royalty  rates  proposed  by  the  Bureau  of 
Land  Management  is  consistent  with  the  appropriate  public  policy  principles  applicable  to 
minerals  leasing.  Most  fundamentally,  the  8%  royalty  rate  on  produced  soda  ash  is  not  based 
on  a  fair  market  value  determination.  Rather,  it  is  based  on  private  sector  royalty  rates  that  are 
demonstrably  the  result  of  the  exercise  of  monopoly  market  power  in  the  private  sector. 
Moreover,  an  increase  in  royalty  rates  at  this  time  would  run  counter  to  the  nation's  international 
trade  policies  by  sharply  reducing  U.S.  competitiveness  in  the  world  soda  ash  market  and 
possibly  triggering  hostile  trade  actions  by  the  European  Union.  Finally,  the  proposed  increase 
in  federal  soda  ash  royalty  rates  would  have  a  significantly  adverse  effect  on  the  health  of  the 
domestic  industry,  with  negligible,  if  not  negative,  effects  on  federal  revenues. 
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II.         Market  Value  v.  Fair  Market  Value 

It  is  surely  appropriate  for  the  Federal  Government  to  price  its  sodium  leases  at  fair 
market  value.  Well-functioning  markets  deliver  the  goods  and  services  the  consuming  public 
wants  without  permitting  suppliers  to  unduly  enrich  themselves  at  consumers'  expense.  Taken 
as  a  standard  for  sale  and  disposition  of  public  resources,  a  fair  market  value  benchmark  permits 
the  government  to  receive  compensation  for  transferring  public  property  into  private  hands 
without  putting  the  government  in  the  position  of  an  e.xpropriator. 

Market  value  refers  to  the  prices  (or  lease  rates,  in  the  case  at  hand)  at  which  the  supply 
and  demand  for  a  good,  service,  or  asset  are  brought  into  balance.  Fair  market  value  is  often 
a  more  contentious  concept.  While  fair  may  mean  many  things  to  many  people,  as  applied  to 
reliance  on  marketplace  valuations  of  public  resources,  it  must  certainly  include  reference  to  the 
competitiveness  of  the  markets  from  which  values  are  taken.  The  driving  force  of  a  well- 
functioning  market  is  competition.  Competition  ensures  that  customers'  needs  are  met  at  prices 
that  are  high  enough  to  provide  sellers  with  reasonable  returns,  but  not  so  high  as  to  sustain 
profits  at  levels  in  excess  of  those  needed  to  induce  sellers  to  supply  their  products.  Because 
markets  may  or  may  not  be  competitive,  basing  the  price  of  public  resources  on  market  value  is 
not  enough.    Proper  public  policy  requires  that  public  resources  be  priced  at  fair  market  value. 

The  market  values  upon  which  the  BLM  has  relied  in  the  present  instance  are  nol  fair 
market  values.  They  are  drawn  from  a  marketplace  that  is  not  competitive.  In  particular,  the 
BLM  has  inferred  that  8%  represents  an  appropriate  standard  for  federal  royalties  based  upon 
lease  rates  achieved  by  the  only  large  private  owner  of  trona  mineral  rights  in  the  relevant 
geographic  market  in  Wyoming  ~  Union  Pacific  Resources  (UPR).  UPR's  holdings  emanate 
from  19th  Century  railroad  policies,  which  granted  the  Union  Pacific  alternating  sections  of 
property  along  its  rail  right-of-way.  In  the  Known  Sodium  Leasing  Area,  UPR  holds  38%  of  the 
land,  while  the  U.S.  Government  owns  approximately  56%  and  the  State  of  Wyoming  holds  the 
remaining  6%.  By  standard  Department  of  Justice  criteria,  this  is  an  extremely  concentrated 
market.' 

This  anticompetitive  market  structure  is,  in  fact,  reinforced  by  the  nature  of  trona  mining. 
Specifically,  optimal  mine  development  and  the  underground  miner's  obvious  inability  to  "leap 
frog"  around  a  checkerboard  system  in  search  of  competitive  lease  rates  means  that  UPR 
possesses  the  market  power  to  set  above-competitive  lease  rates.  With  hundreds  of  millions  of 
dollars  of  capital  literally  sunk  into  mining  operations,  UPR  can  (and  does)  strategically  negotiate 
from  a  position  of  monopoly  market  power.   Its  lease  rates  reflect  this.   To  rely  on  UPR  as  the 


See    U.S.    Department    of  Justice    and    Federal    Trade    Commission,    Horizonlal   Merger    Guidelines, 
April  2,  1992. 
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"comparable"  for  purposes  of  determination  of  federal  lease  rates  is  to  rely  on  rates  that  are 
above  fair  market  value. 

To  my  knowledge,  the  actions  of  UPR  are  in  no  sense  illegal  or  otherwise  improper.  UPR 
pursues  its  legitimate  private  business  interests  in  an  economically  rational  fashion.  The  problem 
this  poses  for  the  Federal  Government,  however,  is  that  the  tying  of  federal  sodium  lease  rates 
to  UPR,  as  the  BLM  method  would  do,  puts  the  Federal  Government  in  the  position  of  extracting 
above-competitive  returns  from  the  soda  ash  producers.  If  the  federal  lease  rates  are  merely  set 
at  the  UPR  rate,  and  UPR  is  not  competing  with  other  parties  as  a  lessor  of  mineral  rights, 
customers  have  no  ability  to  shop  around  for  better  prices  or  to  play  one  lessor  off  against 
another.  Yet,  such  actions  are  the  essence  of  competition.  By  focussing  on  market  value,  but 
not  fair  market  value,  the  BLM  methodology  would  have  the  effect  of  establishing  a  system  that 
is  economically  indistinguishable  from  perfect  collusion  —  with  UPR  as  the  price  leader. 

The  prospect  that  the  Federal  Government  could  possess  monopolistic  market  power  in 
the  leasing  of  public  mineral  resources  is  not  new.  In  establishing  in  the  1970s  its  policies  for 
western  coal,  for  example,  the  Federal  Government  recognized  that  it  had  market  power  as  a 
result  of  its  dominant  ownership  position.  More  dollars  might  be  taken  into  the  Treasury  if  this 
market  power  were  exercised,  but  federal  policy,  instead,  endorsed  fair  market  valuation  in  coal 
leasing,  eschewing  the  goal  of  above-competitive  returns.  Indeed,  most  federal  coal  (as  well  as 
a  number  of  other  minerals)  is  leased  at  12.5%  of  the  gross  value  of  extracted  material.  Rates 
for  trona  miners  are  already  well  above  this  level. 

Just  as  the  Federal  Government  assesses  royalties  on  coal  rather  than  the  electricity 
produced  from  coal,  and  on  crude  oil  rather  than  gasoline,  so  sodium  lease  rates  must  be  seen 
in  their  proper  light.  Unlike  the  case  of  other  minerals,  applicable  sodium  lease  rates  of  5%  are 
assessed  against  the  value  of  soda  ash  after  processing  of  the  trona  ore  mined  on  federal  leases. 
Because  unprocessed  ore  is  less  valuable  on  a  unit  basis  than  processed  product,  the  5%  royalty 
on  soda  ash  is,  in  fact,  a  17%  royalty  on  trona  ore.  See  Figure  1.  The  proposed  rate  of  8%  on 
soda  ash  would  amount  to  more  than  27%  of  the  value  of  trona  ore.  Discussions  of  5%  and  8% 
in  the  present  context  can  obviously  be  grossly  misleading. 

In  the  absence  of  competitive  comparable  transactions  in  the  private  sector,  determination 
of  fair  market  value  in  sodium  lease  rates  must  make  reference  to  the  rates  reasonably  expected 
to  prevail  under  competitive  leasing  conditions.  Such  conditions  would  be  expected  to  yield  lease 
rates  that  would  not  be  so  high  as  to  inhibit  the  ability  of  sodium  miners  from  earning  reasonable 
returns  on  their  capital  over  the  life  of  their  capital  investments.  The  available  evidence  indicates 
that  the  proposed  8%  rate  fails  to  meet  this  criterion.  While  the  BLM  has  pointed  to  conditions 
prevailing  at  the  time  of  its  8%  proposal  as  indicating  a  healthy  and  profitable  industry  able  to 
absorb  higher  royalties,  such  a  myopic  view  of  the  soda  ash  industry  is  inappropriate. 
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The  soda  ash  industry  is  characterized  by  very  long-lived  capital  investment  (particularly 
mine  shafts  themselves)  and  volatility  in  economic  conditions  and  profitability.  As  shown  in 
Figure  2,  for  example,  soda  ash  prices  have  declined  significantly  over  the  1990s;  1994  average 
prices  were  over  20%  lower  than  their  1990  peak.  In  significant  part,  this  price  trend  reflects  the 
rise  of  international  competitors  and  reduced  U.S.  exports  to,  especially,  European  markets.  The 
soda  ash  manufacturing  industry  is  quite  competitive,  reflecting  the  numerous  domestic  and 
international  producers.  This  competitiveness,  coupled  with  the  Wyoming  producers'  high  sunk 
capital  costs  and  relatively  low  variable  costs,  mean  that  strong  pressures  exist  for  the  industry 
to  maintain  high  levels  of  output.  As  a  result,  even  when  prices  are  soft,  U.S.  companies  tend 
to  operate  at  high  levels  of  capacity  utilization  when  compared  to  the  general  manufacturing 
sector  (although  capacity  utilization  over  time  exhibits  substantial  variability  —  Figure  3). 

An  industry  with  high  levels  of  sunk  costs  in  which  competition  compels  sustained 
production  even  in  the  face  of  soft  prices  can  be  expected  to  have  good  periods  and  bad  periods 
as  far  as  profitability  is  concerned.  Accordingly,  the  reasonableness  of  the  industry's  profitability 
(and  its  ability  to  absorb  major  input  cost  increases)  cannot  be  assessed  with  a  snapshot  of 
performance  at  a  particular  time.  Rather,  a  longer  view  must  be  taken.  In  the  case  of  soda  ash, 
the  economic  characteristics  of  the  industry  impart  substantial  fluctuation  to  profitability,  and 
such  fluctuation  creates  investor  risk  and  raises  the  cost  of  capital.  Based  on  my  review, 
profitability  has  not  compared  favorably  with  returns  earned  in  other  sectors  where  investors  can 
put  their  capital,  and  a  27%  royalty  on  trona  ore  (8%  on  soda  ash)  could  well  leave  affected 
mining  companies  with  inadequate  expected  returns  over  the  long  lives  of  their  capital 
investments. 

When  sunk  costs  are  high  relative  to  variable  costs  in  an  industry,  the  industry  may 
sustain  long  periods  of  loss  from,  e.g.,  input  cost  changes.  Output  may  be  sustained  at  high 
levels  and  incremental  investment  needed  to  prevent  shutdown  may  proceed  as  any  contribution 
to  covering  fixed  costs  is  seen  as  better  than  none.  Indeed,  it  is  these  traits  of  long-lived  sunk 
capital  and  incentives  to  avoid  shutdown  that  have  made  mining  industries  such  common  targets 
for  governmental  expropriation  in  developing  countries.  It  would  be  wholly  improper  public 
policy  for  the  U.S.  Government  to  fall  into  such  behavior  with  sodium  royalty  rates  derived  from 
uncompetitive  market  transactions  that  exceed  fair  market  value. 

III.       Trade  and  Revenue  Effects 

Foreign  markets  are  critical  to  the  health  of  the  U.S.  soda  ash  industry.  An  increase  in 
the  federal  royalty  rate  on  soda  ash,  however,  would  be  likely  to  have  a  seriously  adverse  effect 
on  the  ability  of  the  U.S.  industry  to  compete  internationally,  and  would  heat  up  a  trade  war  that 
runs  counter  to  the  nation's  interests  and  policies.  Adverse  impacts  on  the  ability  of  the  industry 
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to  expand  sales  overseas,  in  turn,  would  limit,  if  not  eliminate,  any  positive  revenue  flow  to  the 
U.S.  Treasury  from  an  increase  in  soda  ash  royalty  rates. 

The  European  Union  (EU)  has  indicated  that  it  will  be  imposing  anti-dumping  duties  on 
U.S.  soda  ash  producers.  An  increase  in  the  federal  royalty  rate  on  soda  ash  at  this  time  would 
significantly  increase  the  likelihood  that  anti-dumping  duties  would  be  raised  to  even  higher 
levels.  The  competitiveness  of  the  U.S.  industry  in  Europe  could  well  be  crippled  now  and  in 
the  future.    Pending  tariff  reductions  under  GATT  will  not  offset  the  effects  of  the  EU  duties. 

EU  anti-dumping  rules  hold  that  the  U.S.  industry  is  dumping  soda  ash  in  Europe  if  it 
sells  in  Europe  at  prices  below  "normal  value."  A  producer's  normal  value  is  the  average  price 
of  all  domestic  sales  made  at  prices  above  the  producer's  "cost  to  make  and  sell.""  Royalty 
payments  are  one  component  of  the  cost  to  make  and  sell.  Thus,  an  increase  in  the  federal 
royalty  rate  will  increase  the  cost  to  make  and  sell  used  in  producers'  normal  value  calculations. 
The  difficulty  this  presents  for  the  U.S.  industry  is  that  even  a  small  increase  in  the  cost  to  make 
and  sell  will,  at  least  for  some  companies,  lead  to  a  large  increase  in  the  producers'  normal  value. 

Under  the  current  highly  competitive  conditions  in  the  domestic  market,  U.S.  soda  ash 
producers  commonly  sell  to  large  volume  buyers  at  discount  prices  which  approach  the  cost  to 
make  and  sell.  As  a  result,  if  the  cost  to  make  and  sell  were  to  increase  by  even  a  small  amount, 
a  substantial  volume  of  low-priced  sales  would  fall  below  the  cost  to  make  and  sell  calculated 
by  the  EU  and  thus  would  no  longer  be  included  in  the  producers'  normal  value  calculations. 
With  only  higher  priced  volumes  in  the  normal  value  calculation,  normal  value  would  rise  sharply 
-  and  out  of  proportion  to  the  royalty  increase  alone.  See  Figure  4.  An  abrupt  rise  in  the 
normal  value  trigger  for  anti-dumping  measures  would  compel  U.S.  producers  to  increase  their 
European  selling  prices  in  order  to  avoid  increased  anti-dumping  duties.  However,  the  price  of 
soda  ash  that  U.S.  producers  must  meet  in  order  to  be  competitive  is  quite  low;  an  increase  in 
price  or  in  anti-dumping  duties  would  effectively  preclude  them  from  the  European  market  (or 
prevent  them  from  getting  back  in). 

Any  deleterious  effect  of  increased  royalty  rates  on  the  U.S.  industry's  sales  in  Europe  or 
elsewhere  would  be  accompanied  by  reductions  in  the  extraction  of  trona  ore  and  the  production 
of  soda  ash.  With  production  cutbacks,  an  increase  in  royalty  rates  will  lead  to  less  additional 
revenue  to  the  Federal  Government  than  would  otherwise  be  expected.  This  negative  impact  on 
federal  revenues  arising  from  lost  sales  and  foregone  production  has  two  components: 


The  cost  to  make  and  sell  is  a  regulatory  construct  and  is  not  equal  to  the  actual  production  cost  of  soda 
ash. 
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•  When  soda  ash  production  falls  relative  to  what  it  otherwise  would  have  been, 
royalty  revenues  fall  correspondingly. 

•  When  the  soda  ash  industry  loses  sales,  the  profits  on  those  sales  are  lost  with  a 
commensurate  loss  in  corporate  income  tax  revenue  to  the  Federal  Government. 

Decreased  sales  in  Europe  and  elsewhere  are  not  the  only  constraint  on  federal  revenues 
that  might  be  anticipated  from  the  BLM's  proposal.  A  straightforward  calculation  of  the  revenue 
effect  of  a  royalty  increase  would  also  take  into  account  at  least  two  other  factors: 

•  The  Federal  Government  must  rebate  fifty  percent  of  the  royalty  increase  to  the 
State  of  Wyoming.  One-half  of  every  dollar  of  additional  royalty  revenue  thus 
would  not  be  realized  by  the  Treasury. 

•  A  royalty  increase  would  represent  a  substantial  increase  in  the  U.S.  industry's 
costs.  This  increase  would  not  be  fully  (if  at  all)  passed  through  in  the  form  of 
higher  prices.  The  consequence  would  thus  be  lower  pre-tax  income  from  the 
sales  that  are  made  by  the  soda  ash  industry.  For  every  dollar  of  royalty  reverwe 
raised,  the  government  could  expect  to  lose  approximately  35  cents  of  corporate 
income  tax  revenue. 

The  combined  effect  of  all  the  factors  affecting  federal  revenue  flows  makes  it  unlikely 
that  an  increase  in  soda  ash  royalties  would  add  substantial  monies  to  the  Treasury. 

IV.       Conclusion 

I  conclude  that  an  increase  in  royalty  rates  is  not  in  the  public's  interest.  An  increase 
founded  upon  "comparables"  taken  from  a  non-competitive  market  is  wholly  inconsistent  with 
the  fair  market  value  standards  that  properly  guide  minerals  leasing.  In  endorsing  above- 
competitive  market  value  standards,  moreover,  adoption  of  the  BLM's  proposal  would 
compromise  the  nation's  trade  policies  and  the  U.S.  industry's  competitiveness  without  promising 
to  add  to  federal  revenues.  This  would  be  bad  minerals  leasing  policy,  bad  revenue  policy,  and 
bad  trade  policy. 
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INTRODUCTION 


My  name  is  William  Pennell  and  I  am  the  Industrial  Minerals  Manager  for  U.S.  Borax.  I 
am  pleased  to  have  this  opportunity  to  testify  and  wish  to  thank  Congresswoman  Cubin 
for  recognizing  the  importance  of  trona  leasing  and  requesting  this  hearing.  I  also  wish 
to  thank  Chairman  Calvert  and  the  other  Members  of  the  Energy  and  Minerals 
Subcommittee  for  holding  and  attending  this  hearing. 

U.S.  BORAX 

U.S.  Borax  is  a  global  industrial  minerals  mining  company  headquartered  in  Valencia, 
California.  U.S.  Borax  has  been  in  operation  in  the  United  States  for  nearly  125  years. 
We  produce  60%  of  the  world's  borates.  We  have  active  exploration  programs  for 
industrial  minerals  in  several  states.  Of  concern  to  this  hearing  is  our  exploration  and 
attempts  to  convince  the  BLM  to  hold  competitive  sodium  lease  sales  in  Wyoming's 
Green  River  Basin. 

SIGNIFICANCE  OF  TRONA  TO  WYOMING  AND  THE  U.S. 

The  Green  River  Basin  trona  industry  is  important  to  the  State  of  Wyoming  and  the 
U.S.  The  industry  directly  employs  3,000  skilled  workers,  has  an  annual  payroll  of 
$200  million,  pays  $20  million  in  federal  annual  rents  and  royalties,  and  contributes 
$400  million  in  positive  balance  of  foreign  trade. 

Wyoming  has  the  largest  trona  resource  in  the  world  and  the  soda  ash  from  Wyoming's 
trona  is  clearly  of  national  economic  significance.  In  fact,  one  of  the  Bureau  of  Land 
Management  (BLM)  stated  land  use  management  objectives  is  "to  facilitate  the  orderly 
and  timely  development  of  the  trona  resource  to  meet  national  and  export  needs." 
Unfortunately,  this  objective  is  not  being  met.  There  has  not  been  a  sodium  lease  sale 
since  1986,  a  period  of  nine  years. 
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BLM's  failure  to  issue  new  leases  is  costing  the  Federal  Treasury  much  needed 
potential  new  royalty,  bonus,  and  rent  revenues.  Bonus  bids  alone  can  exceed 
$200,000  for  each  section  leased.   U.S.  Borax's  proposed  lease  sale  includes  14 
sections  and  could  generate  some  $3  million  in  bonus  bids. 

U.S.  BORAX'S  INTERESTS  IN  SODIUM  LEASING 

U.S.  Borax  has  a  strong  industrial  minerals  mining  background,  proven  expertise  in 
mine  technology,  mineral  and  chemical  processing,  global  marketing,  and  mineral 
transportation.  These  are  all  essential  components  of  becoming  a  successful  trona 
producer.  U.S.  Borax  is  very  interested  in  the  opportunity  to  bid  on  federal  lease  tracts 
in  the  Green  River  Basin.  We  have  made  a  substantial  commitment  to  achieve  this. 
We  have  spent  $1  million  dollars  in  drilling  and  other  exploration  and  delineation 
activities  in  the  Green  River  Basin.  We  have  drilled  20  test  holes. 

We  began  this  work  in  1992,  under  the  assumption  that  the  BLM  would  proceed 
forward  with  trona  leasing,  that  the  royalty  rate  was  5%,  and  that  there  was  an 
established  procedure  to  follow  that  would  lead  to  a  BLM  sodium  lease  sale. 

We  have  worked  closely  with  the  Wyoming  BLM  in  the  past  and  continue  to  have  a 
close  ongoing  working  relationship  with  them.  The  BLM  required  additional  drill  data 
and  we  supplied  it.  We  have  applied  for  and  received  an  exploration  permit.  We  have 
done  everything  requested  by  the  BLM  to  move  the  lease  sale  forward. 

WHY  BLM  HASNT  HELD  SODIUM  LEASE  SALE 

1 .   Funding — Despite  our  actions  and  the  industry  interest  in  sodium  leasing  no  lease 
sale  has  been  held  since  1986.  In  January  of  this  year,  Mr.  Ian  White-Thomson,  the 
President  and  CEO  of  U.S.  Borax,  wrote  a  letter  to  Mr.  Alan  Pierson,  BLM  State 
Director  for  Wyoming,  which  outlined  our  activities  within  the  Known  Sodium  Leasing 
Area  and  our  disappointment  in  BLM's  failure  to  hold  a  lease  sale.  The  response  from 
the  BLM  was  that  sales  have  been  postponed  due  to  "a  general  reduction  in  personnel 
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and  funding  for  Federal  agencies."  (I  would  lil<e  to  submit  both  of  these  letters  to  the 
Committee  for  inclusion  in  this  hearing  record.)  While  it  is  true  that  some  federal 
agencies  are  experiencing  a  reduction  in  funding,  I  would  strongly  suggest  that  the 
economic  benefits  to  the  federal  treasury  would  far  exceed  the  relatively  minor  costs  of 
putting  up  the  lease  sale.  At  this  point,  very  few  additional  steps  need  to  be  taken  by 
the  BLM  to  conduct  the  lease  sale.    Assessments  of  potential  environmental  impacts 
as  required  by  NEPA  have  been  completed  or  are  in  progress.  The  BLM  should  act  in 
recognition  of  this  and  move  forward  with  their  stated  objective  to  facilitate  the  orderly 
and  timely  development  of  the  trona  resource. 

2.  Royalty — Another  reason  that  appears  to  have  delayed  a  sodium  lease  sale  is  the 
possibility  that  the  BLM  might  raise  the  existing  5  percent  federal  royalty  rate  on  soda 
ash  production.  I  wish  to  address  two  issues  here. 

First,  an  arbitrary  increase  in  the  royalty  rate  would  harm  the  entire  industry.  Any 
increase  would  result  in  less  soda  ash  production,  less  revenue  and,  consequently, 
less  taxable  income  by  making  Wyoming's  natural  soda  ash  more  expensive  in  the 
highly  competitive  international  market. 

Second,  if  a  royalty  rate  increase  is  applied  only  on  new  leases,  it  would  delay  or 
completely  deter  new  entrants  into  the  Green  River  Basin.  All  new  facilities,  as  they 
come  on-stream,  are  at  a  cost  disadvantage  with  respect  to  established  producers.  A 
royalty  rate  penalty  would  be  a  severe  discouragement  to  a  company  considering 
entering  the  Wyoming  soda  ash  business. 

CONCLUSION 

In  conclusion,  U.S.  Borax  believes  there  are  great  benefits  to  the  State  of  Wyoming  and 
the  United  States  if  additional  sodium  lease  sales  are  held  by  the  BLM  in  the  Green 
River  Basin.  We  urge  the  Congress  to  direct  the  BLM  to  issue  new  sodium  lease  sales 
in  the  Green  River  Basin  and  to  keep  the  royalty  rate  at  5  percent  for  all  trona 
producers. 

Thank  you  for  this  opportunity  to  testify. 
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STATEMENT  to 

The  Subcoramittee  on  Energy  &  Mineral  Resources 
(Committee  on  Resources) 

by  JOHN  M.  ANDREWS,  President  &  CEO 

ANSAC  (American  Natural  Soda  Ash  Corporation) 

Westport,  Connecticut 


American  Natural  Soda  Ash  Corp.,  known  as  ANSAC,  is  a  non-stock 
not-for-profit  corporation  organized  to  promote  export  sales  of 
United  States-produced  soda  ash  in  strict  conformity  with  and 
furtherance  of  the  public  policy  underlining  the  Webb  Pomerene 
Act  (15  U.S.C.  ss  61-65),  to  strengthen  the  position  of  its 
members  in  negotiations  for  export  sales  to  foreign  or 
governmental  buyers,  to  enable  the  members  to  better  compete  in 
export  markets  against  foreign  and  government-sponsored  cartels, 
to  provide  for  the  efficient  handling  and  shipment  of  the  export 
sales  of  the  Corporation  and,  where  possible,  to  increase  the 
tonnage  of  United  States-produced  soda  ash  sold  for  export,  and 
to  engage  in  such  activities  as  are  necessary  to  effect  any  or 
all  such  purposes.   The  Corporation  conducts  its  business  so  that 
after  providing  for  its  necessary  and  reasonable  expenses,  the 
Corporation  shall  earn  no  profit. 

ANSAC  represents  the  major  soda  ash  producers  in  the  United 
States  in  most  of  the  export  markets  of  the  world.   We  have 
shipped  United  States-produced  soda  ash  to  more  than  fifty 
countries  representing  the  producers  since  1983.   Our  principal 
office  is  in  Westport,  Connecticut  and  we  have  sales  offices 
located  in  Miami,  Hong  Kong  and  Singapore. 

The  total  world  soda  ash  demand  or  consumption  of  soda  ash  is 
31.2  million  metric  tons.   As  important  as  the  demand  for  soda 
ash  is  the  capacity  to  produce  soda  ash.   The  United  States  has 
capacity  to  supply  nearly  a  third  of  the  demand.   However,  the 
former  Soviet  Union  and  Eastern  Bloc  countries  also  have  capacity 
to  supply  a  third  of  the  world  market.   Western  Europe  has  under- 
utilized capacity  and  there  are  many  local  producers  around  the 
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world  with  high  cost  of  production  but  with  their  markets 
protected  by  the  cost  of  logistics  as  well  as  tariff  and  non- 
tariff  barriers. 

WORLD  SODA  ASH  CAPACITY 
by  Region 

Millions  of  Metric  Tons 

North  America  11.2 

Eastern  Europe  *  8.4 

Western  Europe  7.0 

China  6.0 

Others  5.4 

38.0 

*  excludes  1.0  million  tons  produced  in  East  Germany  which  is 
now  included  in  the  Western  European  figures. 

Total  world  capacity  is  38.0  million  tons,  as  compared  to 
consumption  of  31.2  million  tons,  leaving  a  surplus  of  6.8 
million  tons.   Although  the  market  may  be  viewed  as  large,  the 
actual  trade  between  regions  is  quite  small,  less  than  four 
million  tons.   This  leads  to  a  very  competitive  world  market. 

The  growth  in  exports  experienced  by  the  U.S.  producers  in  the 
last  ten  years  has  not  been  easy.   To  sell  in  world  markets  many 
obstacles  must  be  overcome. 

Transportation  costs  to  the  export  markets  can  become  the  largest 
cost  component.   The  product  must  be  railed  to  the  ports  (the 
closest  one  is  1,000  miles),  loaded  on  and  carried  by  ships  to 
destination  countries,  unloaded  to  trucks,  and  delivered  to 
warehouses  before  being  delivered  to  the  consuming  location. 
Logistical  challenges  abound  putting  the  advantage  in  many  cases 
to  that  of  local  competition. 

Fluctuating  foreign  exchange  rates  can  destroy  a  particular  market 
if  they  move  in  the  wrong  direction.   We  were  very  lucky  in  the 


-  2 


80 


1980's  as  the  U.S.  dollar  weakened  against  all  major  currencies 
of  the  world.   This  trend  is  expected  to  reverse  itself  in  the 
1990's.   In  inid-1984  the  Japanese  yen  was  at  257  yen/$,  and  it  is 
now  at  90  yen/$.   This  allowed  us  to  cut  prices  in  half  to  gain 
share.   That  opportunity  is  unlikely  to  present  itself  to  us 
again. 

The  recent  foreign  exchange  crisis  in  Mexico  is  even  more  to  the 
point  of  difficulties  in  selling  in  foreign  markets.   The  Mexican 
peso  has  devalued  from  3.2  pesos  per  dollar  to  7.15  pesos  per 
dollar  in  the  last  few  months. 

The  direct  impact  in  Mexico  has  drastically  reduced  production 
costs  and  improved  competitive  position  for  the  Mexican  soda  ash 
producer.   It  will  encourage  the  competition,  increase  market 
share  and  raise  the  possibility  of  capacity  expansion  in  Mexico. 

Furthermore,  the  Mexican  financial  crisis  may  spread  to  the 
remainder  of  Latin  America,  to  the  rest  of  the  developing  world 
and  to  the  industrialized  world  itself. 

Foreign  govemment  protection  is  another  obstacle  and  comes  in  many 
forms.   The  most  visible  is  duty  protection  where  high  import 
duties  are  applied  to  our  product  increasing  its  cost  and 
competitiveness  in  the  market.   In  some  countries  import 
licensing  is  required.   In  some  countries  the  local  soda  ash 
producer,  our  competitor,  must  approve  the  import  license. 

We  have  spent  considerable  time  and  effort  in  working  with  the 
Department  of  Commerce,  U.S.T.R.,  and  other  U.S.  Government 
Departments  to  reduce  tariffs  and  trade  barriers  throughout  the 
world.   In  many  cases  we  have  been  successful  in  reducing  or 
overcoming  the 
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0 

(1) 

0 
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3 

0 
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Current 

Duty 

Future  Duty 

3.91 

0.0 

9.0 

5.0 

8.0 

5.5  in  1999 

5.0 
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UNK 

10.0 

UNK 

10.0 

10.0 

10.0 

UNK 

10.0 

(3) 

5.5  in  10  yrs 

11.0 
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10.0 

10.0 

25.0 
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DUTY  HISTORY 

Country 

Japan 

Mexico 

Korea 

Indonesia 

Taiwan 

Argentina 

Thailand 

South  Africa 

Chile 

Brazil 

China 

Malaysia 

Colombia  30.0  (1)        15.0  10.0 

(1)  Import  licenses  were  required. 

(2)  Will  likely  get  additional  duty  protection  when  soda  ash 
plant  is  built. 

(3)  Increased  to  protect  new  plant  in  Botswana. 

(4)  Earlier  system  prohibited  imports  except  through  state- 
controlled  mechanisms. 

We  have  continued  our  efforts  in  the  1990 's.   We  supported 
negotiations  in  the  Uruguay  Round  of  the  GATT  (General  Agreement 
Trade  and  Tariffs)  while  hoping  for  zero  duties  in  all  member 
countries,  and  accepting  the  chemical  harmonization  proposal  as 
progress  in  the  right  direction.   However,  most  countries  have 
not  signed  onto  the  proposal  and  have  not  lowered  duties  enough. 

It  is  ironic  that  as  efforts  are  being  made  to  reduce  tariff 
barriers  there  is  another  Department  of  the  U.S.  Government 
suggesting  an  increase  in  royalties.   In  effect,  it  is  nothing 
more  than  a  trade  barrier  against  U.S.  exports  imposed  by  our  own 
government . 

The  timing  is  also  ironic.   It  comes  at  a  time  when  drastic 
changes  in  the  world  are  taking  place  toward  free  and  open 
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markets.   Changes  not  just  in  Eastern  Europe  but  in  Latin  America 
as  well.   It  comes  at  a  time  when  the  U.S.  is  attempting  to 
increase  exports  as  yet  another  year  of  trade  deficit  has  been 
recorded. 

Turning  back  to  the  world  soda  ash  market  several  key  facts  must 
be  added  about  the  competitiveness  of  that  market.   Within  the 
last  few  years  China  has  added  two  million  tons  of  capacity.   The 
country  has  been  transformed  from  a  net  importer  of  U.S.  soda  ash 
of  a  half  million  tons  per  year  to  a  net  exporter  of  half  a 
million  tons  per  year.   They  are  dumping  product  in  our  export 
markets  such  as  Indonesia,  Korea  and  the  Philippines  at  prices 
significantly  below  the  market  level. 

Significant  capacity  has  also  been  added  in  Botswana,  Bulgaria 
and  India.   The  Botswana  plant  has  taken  most  of  our  200,000  tons 
per  year  in  South  Africa.   A  plant  to  be  constructed  in  Indonesia 
threatens  our  volume  for  the  future.   A  plant  to  be  constructed 
in  Saudi  Arabia  threatens  our  market  in  that  region. 
Furthermore,  many  new  plants  are  being  built  or  are  in  the 
planning  phase  to  be  built.   All  of  these  additions  will  increase 
the  competitive  nature  of  the  world  soda  ash  market. 

NEW  PROJECTS 


Location 

China 
India 
Turkey 
Indonesia 

Saudi  Arabia 

Iran 

Other 


Capacity 

1,000,000  tons 

1,640,000  tons 

1,000,000  tons 

300,000  tons 

250,000  tons 
100,000  tons 
500.000  tons 


Comments 

In   5   Year  Plan 

New  Government  Approved  Projects 

Forecasted  for  Late  1990 's 

Was  under  Construction, 

Possible  Delay 

Advanced  Engineering 

Various  Incremental  Projects 
Within  2  Years 


4,790,000  tons 
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The  turmoil  of  the  changes  in  Eastern  Europe  have  artificially 
concealed  their  ability  to  produce  soda  ash.   In  1988  the  former 
Soviet  Bloc  produced  9.3  million  metric  tons.   If  each  of  those 
countries  would  produce  at  historical  levels,  several  million 
additional  tons  would  be  dumped  on  the  world  market  without 
adding  any  new  capacity. 

If  there  was  such  a  thing  as  easy  growth  in  exports  in  the  1980 's 
and  early  1990 's,  let  me  assure  you  that  it  is  over.   The 
increased  volume  and  improved  export  pricing  of  the  1980' s,  both 
of  which  meant  increased  royalty  revenues,  will  not  come  easy  in 
the  1990 's.   Now  we  find  ourselves  fighting  just  to  maintain  our 
share  in  traditional  U.S.  export  countries.   Our  prices,  FOB 
Green  River,  declined  by  14%  on  average  across  our  markets  in 
1993.   Competitive  pressure  continues  in  1994  resulting  in  a 
deterioration  of  5%. 

In  conclusion,  ANSAC  believes  that  an  increased  royalty  rate  is 
not  in  order: 

•  It  is  contrary  to  the  policy  of  other  U.S.  Government 
Departments  that  are  promoting  free  trade,  trying  to  improve 
U.S.  competitiveness  and  increasing  U.S.  exports. 

•  It  encourages  soda  ash  capacity  increases  in  countries  outside 
the  U.S.  rather  than  within  the  U.S. 

•  It  implies  that  the  U.S.  export  market  can  absorb  additional 
cost  increases  which  it  cannot. 

•  Finding  ways  to  make  the  U.S.  industry  more  competitive  in 
world  markets  is  a  better  alternative. 

Let  me  offer  a  more  logical  conclusion  to  a  royalty  rate 
increase.   We  can  work  toward  improving  industry  competitiveness 
for  the  long  term.   We  can  put  increasing  exports  as  our  highest 
priority.   We  can  create  more  U.S.  jobs.   We  can  create  more  U.S. 
soda  ash  capacity  (expansions  already  announced  will  add  a 
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million  tons) .   We  can  achieve  the  rate  of  growth  in  the  next  ten 
years  that  we  did  in  the  last  ten  and  again  double  our  export 
sales. 

If  we  are  successful,  we  will  double  royalty  revenue  at  the 
current  5%  rate  ($7.7  million  on  the  export  portion  for  Federal 
leases).   In  contrast,  a  royalty  rate  increase  lessons  our 
competitiveness  and  ability  to  grow  and  in  the  end  could  result 
in  flat  sales  and  no  increased  royalty  revenue. 


March  23,  1995 


■STATE*  3/16/96  JMA 
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POWDER  RIVER  BASIN  RESOURCE  COUNCIL 

**  23  North  Scott  .  Stiertdan,  WY  82801  .  (307)  672-5809 

^  P.O.  Box  1 1 78  »  Douglas,  WY  82633  •  (307)  358-5002 

U.S.  House  of  Representatives,  104th  Congress 
Committee  on  Resources,  Sulxommittee  on  Energy  &  Mineral  Resources 

Testimony  of  Jill  Morrison,  Powder  River  Basin  Resource  Council 

Oversight  Hearing  on  Fair  Market  Value  Royalty 

on  Existing  and  Future  Federal  Mineral  Leases  for  Sodium  Minerals 

in  the  Green  River  Area  of  Wyoming 

March  23, 1995 

Thank  you  Mr.  Chairman  for  the  opportunity  to  submit  testimony  today.    My  name  is  Jill  Morrison  and  I 
am  speaking  on  behalf  of  the  Powder  River  Basin  Resource  Council,  a  citizens  group  in  Wyoming. 
The  members  of  Powder  River  have  longstanding  history,  interest  and  involvement  with  mining  and 
minerals  issues  in  Wyoming  -  twenty  three  years  of  interest  to  be  exact. 

Wyoming  is  blessed  with  an  abundance  of  minerals.  The  Powder  River  Basin  Resource  Council  supports 
the  responsible  development  and  use  of  those  minerals  to  sustain  the  livelihood  of  present  and  future 
generations.  Minerals  are  a  finite  resource  and  as  such  Powder  River  Basin  Resource  Council  has 
always  taken  the  position  that  the  people  of  the  U.S.  and  Wyoming  will  never  have  another  opportunity  to 
tax  the  minerals  once  they  have  been  removed.  We  believe  the  taxpayer  deserves  fair  market  value  for 
these  minerals  and  needs  fair  market  value  in  order  to  balance  our  budget  and  help  pay  for  our  schools, 
roads,  health  care,  etc. 

The  trona  deposit  in  the  Green  River  Basin  area  of  Wyoming  is  a  world  class  deposit  -  there  is  no  other 
known  deposit  of  this  size  or  purity  in  the  world.  The  majority  of  the  trona  industry  in  the  Green  River 
Basin,  fifty-eight  percent,  is  foreign  owned  by  the  French,  the  Belgians,  Australians  and  Japanese.  We 
are  deeply  concerned  about  the  failure  of  the  government  to  collect  fair  market  value  for  sodium  or  trona 
leases  in  the  Green  River  Basin. 

The  companies  with  sodium  leases  have  paid  an  8%  royalty  rate  on  private  leases  to  the  Union  Pacific 
Corporation  for  almost  twenty  years.  These  leases  are  adjacent  to  the  sodium  leases  issued  by  the 
federal  government  however,  the  American  taxpayer  is  ONLY  receiving  a  5%  royalty  rate.  We  ask  WHY? 

Why  should  private  industry  get  an  8%  royalty  payment  while  the  American  taxpayer  gets  only  5%?  This 
seems  to  be  another  example  of  corporations  profitting  at  the  expense  of  the  American  taxpayer,  another 
example  of  corporate  welfare.  This  is  a  bad  business  deal  for  the  taxpayer  and  the  people  of  Wyoming. 
The  3%  difference  is  significant.  According  to  the  Minerals  Management  Service  in  1994,  $25  million  was 
paid  in  royalties  at  5%,  if  we  charged  8%  we  would  have  collected  $40  million,  a  $15  million  difference. 
The  state  of  Wyoming  gets  half  this  royalty  and  we  need  it  to  help  make  up  the  economic  shortfalls  we 
are  facing. 

We  urge  you  to  support  collecting  fair  market  value  for  the  public's  minerals,  both  on  new  and  renewed 
sodium  leases.  What's  good  enough  for  Union  Pacific's  pocketbook  is  good  enough  for  the  taxpayer. 
Thank  you  for  your  consideration.  _, 
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Statement  of  Lewis  D.  Andrews  Jr.,  President,  Glass  Packaging  Institute  to  the  House 
Resources  Subcommittee  on  Energy  and  Mineral  Resources 


May  9,  1995 

Mr.  Chairman,  members  of  the  subcommittee,  my  name  is  Lewis  D.  Andrews  Jr., 
President,  of  the  Glass  Packaging  Institute  (GPI).  Thank  you  for  the  opportunity  to  address 
you  regarding  the  glass  container  industry's  position  on  the  Bureau  of  Land  Management's 
(BLM)  proposed  60%  royalty  rate  increase  for  soda  ash  producers  in  Wyoming. 

Let  me  begin  by  giving  you  a  little  background  on  GPI  and  the  glass  container  industry. 
GPI  is  a  50-year-old  trade  association  representing  over  90%  of  domestic  glass  container 
manufacturers,  as  well  as  glass  container  manufacturers  in  Canada,  and  Mexico.  American 
glass  container  manufacturers  employ  approximately  37,000  highly  skilled  employees 
located  in  26  states  throughout  the  country.  Our  package  is  100  percent  recyclable. 

The  glass  container  industry  is  the  largest  single  consimier  of  soda  ash  in  the  U.S.  In  1993 
alone,  the  glass  container  industry  constituted  28%  of  the  domestic  market  for  soda  ash  — 
which  is  roughly  2  million  tons  aimually.  Soda  ash  is  one  of  three  principal  raw  materials 
used  to  make  glass  along  with  sand  and  limestone.  On  average,  soda  ash  makes  up  20%  of 
the  raw  materials  used  to  produce  glass  containers  ~  containers  that  are  filled  and  sold  to 
consumers  throughout  the  country. 

•  American  glass  companies  cannot  afford  even  slight  changes  in  the  cost  of 

doing  business 

Packaging  markets  are  very  competitive.  Regardless  of  the  specific  packaging  material, 
profit  margins  are  tight  at  best.  In  today's  packaging  market,  even  slight  changes  in  the 
cost  of  doing  business  can  be  detrimental  to  an  industry  and  give  advantage  to  less 
environmentally  friendly  packaging.  Therefore,  a  consistent ,  stable  supply  of  soda  ash 
is  critical  to  the  health  and  future  success  of  the  glass  container  industry. 
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•  Increased  costs  to  the  U.S.  soda  ash  industry  would  be  passed  on  to  domestic 

markets 

Growth  of  the  American  soda  ash  industry  is  increasingly  dependent  on  its  ability  to 
penetrate  foreign  markets.  In  fact,  during  the  past  fifteen  years,  the  largest  market  growth 
for  domestic  soda  ash  producers  has  occurred  overseas.  Increased  royalty  rates  for  soda 
ash  will  slow  export  growth  and  in  turn  hurt  American  industries. 

The  BLM's  proposed  60%  royalty  rate  increase  will  jeopardize  the  American  soda  ash 
industry's  ability  to  compete  with  foreign  producers.  The  glass  container  industry  is 
concerned  that  the  increased  royalty  will  render  soda  ash  producers  uncompetitive  in 
critical  foreign  markets.  We  wonder,  who  will  bear  the  burden  of  an  increased  royalty 
rate?  Foreign  or  American  companies? 

In  the  past,  the  soda  ash  industry  has  worked  diligently  and  in  good  faith  with  the  glass 
container  industry  to  provide  the  best  product  at  the  lowest  possible  cost.  However,  the 
glass  container  industry  fears  that  with  a  60%  increase  in  royalty  fees,  and  current  world 
market  conditions,  soda  ash  producers  will  be  forced  to  pass  the  increased  costs  along  to 
domestic  customers  (like  the  glass  container  industry  and  others).  The  end  result  is  that 
foreign  companies  will  benefit,  while  industries  like  the  one  I  represent  are  carrying  the 
burden. 

Additionally,  if  the  BLM  raises  the  royalty  fee  it  is  likely  that  soda  ash  mined  on  private 
lands  would  be  subject  to  an  even  higher  royalty  rate  due  to  an  escalator  clause  in  many 
private  mining  contracts.  Approximately  50%  of  the  soda  ash  used  to  make  glass 
containers  in  the  U.S.  comes  from  private  land.  Increased  royalty  rates  for  soda  ash  mined 
on  private  lands  would  present  a  financial  burden  above  and  beyond  the  costs  incurred  by 
increased  royalty  rates  on  public  lands.  The  glass  container  industry  is  incapable  of 
absorbing  such  an  increase  in  costs  without  loosing  valuable  jobs. 
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In  closing,  we  believe  this  legislation  will  increase  the  cost  of  domestically-sold  soda  ash  — 
crippling  the  American  industries,  like  the  glass  container  industry,  that  rely  on  this  raw 
material  for  production.    Given  our  industry's  dependence  on  soda  ash.  the 
competitiveness  of  packaging  markets,  and  current  world  market  conditions,  an  increase  in 
the  royalty  rate  for  soda  ash  mined  on  public  lands  would  be  detrimental  to  the  glass 
container  industry  and  we  urge  you  not  to  adopt  the  BLM's  increased  royalty  rate  for  soda 
ash  mined  on  public  lands  in  Wyoming. 

Thank  you  for  the  opportimity  to  testify. 


90 


Institute 


NEWS 


For  Immediate  Release 
May  8,  1995 


Nathan  Tyler 
(202)  887-4850 


GLASS  CONTAINER  INDUSTRY  OPPOSES  BLM  ROYALTY  RATE 
INCREASE  PROPOSAL  FOR  SODA  ASH 

Andrews  scores  proposal  as  damaeine  to  domestic  competitiveness 


(Washington,  DC)  --  In  testimony  today  before  the  House  Resources  Subcommittee  on 
Energy  and  Mineral  Resources,  Lewis  D  Andrews,  Jr ,  president  of  the  Glass  Packaging 
Institute  (GPI)  stated  his  opposition  to  the  Bureau  of  Land  Management's  proposal  to 
increase  by  60%  the  royalty  rates  for  mining  soda  ash  on  government  owned  lands 

Andrews  based  his  organization's  opposition  on  two  key  points: 

•  American  glass  companies  will  not  be  able  to  afford  the  increase  in  costs  for  raw 
matenals    The  proposal  is  likely  to  mean  increased  market  share  for  less 
environmentally  sound  packaging  materials    The  glass  container  industry  can  ill 
afford  the  resultant  loss  of  jobs 

•  Increased  costs  for  soda  ash  will  likely  be  passed  on  to  domestic  markets  instead  of 
foreign  markets  where  pnce  competition  is  stiffer. 


1627  K  street,  N  W  ,  Suite  800.  Washington.  D-C  20006  202/887-4850 
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Andrews  stated  in  his  testimony  that,  "a  consistent,  stable  supply  of  soda  ash  is  critical  to 
the  health  and  future  success  of  the  glass  container  industry." 

GPI  is  a  Washington,  DC  -based  trade  association  representing  over  90%  of  domestic 
glass  container  manufacturers 


#      #      # 

For  more  information  or  copies  of  the  testimony  please  contact  Nathan  Tyler  at  GPI  at 
(202)  SS7-4SS0 
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TUAHINE  CX)U,INS/STAB  TRIBUNE 

Union  and  company  representatives  huddle  Monday  after  500  FMC  workers  refused  to  cross  a  retiree 
picket  line.  FMC  agreed  to  bring  in  an  expert  on  health  benefits  later  this  week  to  talk  to  retirees. 

FMC  retirement  dispute 
flares  into  wildcat  strike 

Active  workers  respect  retired  picketers  irked  by  health  costs 


By  KATHARINE  COLLINS 

Southwestern  Wyoming  bureau 

GREEN  RIVER  -  Five  hundred 
union  members  went  out  on  a  "wild- 
cat" strike  early  Monday  for  more  tlian 
two  hours  at  FMC  Corp.'s  trona  mining 
and  soda  processing  plant,  in  response 
to  a  picket  line  hoisted  by  retired  FMC 
workers. 

•  The  500  active  workers  at  the  plant 
responded  to  72  retirees  protesting  an 
ongoing  dispute  with  FMC  over  health 
insurance  costs. 

•  The  retirees  say  their  premiums  have 
more  than  doubled  since  they  took  an 
early  retirement  package  two  years  ago 
in  which  they  agreed  to  pay  their  own 
health  insurance  costs 

They  say  they  had  no  idea  their  costs 
.would  grow  so  fast  -  and  that  the  hike 


in  costs  has  happened  partly  because 
they  have  been  put  into  a  separate  in- 
surance pool  since  they  retired. 

"We  retired  in  good  faith,"  said  Dick- 
ie Harris,  spokesman  for  the  retirees. 
"We  never  dreamed  they'd  do  this  to 
us." 

The  72  former  FMC  workers  put  up 
pickets  at  the  plant  entrance  ^it  7  am. 
Monday  —  and  the  oncoming  morning 
shift  refused  to  cross  the  line. 

The  standoff  lasted  for  two  hours 
and  20  minutes,  as  company  Human 
Resources  Director  Mark  Youngblood 
pleaded  with  union  and  retiree  spokes- 
men to  terminate  the  labor  action. 

FMC's  operations  were  not  shut 
down  during  the  standoff,  since  some 
union  workers  stayed  on  past  the  end  of 
their  night  shift  fulfilling  what  the  local 
union  president  called  their  obligation 


to  keep  the  plant  going.  But  mining  and 
production  operations  were  apparently 
slowed  down. 

Meanwhile,  FMC  Corp.  announced 
late  last  week  that  net  corporate  earn- 
ings were  up  14  percent  in  the  first 
quarter  of  1995  -  with  industrial  chem 
icals,  including  soda  ash,  making  a  par- 
ticularly hefty  contribution  to  the 
healthy  bottom  line. 

Truce  declared 

FMC's  Youngblood  shuttled  back  and 
forth  from  the  plant  to  a  series  of  hud- 
dles with  retirees  and  union  officials 
Monday  morning,  in  an  effort  to  get  the 
workers  back  on  the  job, 

"I've  been  working  on  this,"  Young- 
blood told  the  retirees,  regarding  the  in- 
surance issue,  "I'm  not  sure  1  can  re- 
Please  see  MINERS,  AS 
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solve  it  ...  But  a  lot  of  people 

will  be  hurt  by  not  going  to 

work." 

"We're  not  throwing  ourselves 
in  front  of  the  buses,"  retiree 
spokesman  Harris  replied,  not- 
ing that  if  the  active  workers 
wanted  to  cross  the  line  they 
were  free  to  do  so. 

"You've  hurt  us,"  Harris  said. 
"We're  on  fixed  incomes  ..  It 
used  to  be  you  could  take 
(FMC's)  word.  Now  it's  not  a 
good  company  to  work  for." 

Youngblood  told  Harris,  "This 
might  take  a  little  time.  We  may 
be  able  to  respond  soon." 

Al  Battisti,  president  of  the 
United  Steel  Workers  of  America 
local  at  FMC,  arrived  on  the 
scene  at  7:30,  reportedly  having 
received  no  warning  of  the  ac- 
tion. 

He  asked  the  workers  to  pro- 
ceed to  work  under  the  terms  of 
their  contract,  but  was  shouted 
down. 

"I'd  like  to  get  these  people  to 
work,"  Battisti  said  in  an  inter- 
view that  was  frequently  inter- 
rupted by  a  succession  of  hud- 
dles with  retirees  and  Young- 
blood. 

"But  the  union  philosophy  is 
that  we  don't  cross  picket  lines. 
The  membership  made  that  de- 
cision ...  The  members  are  sup- 
porting (the  retirees)  because 
they  know  they're  going  to  re- 
tire, too,  someday." 

Battisti  said  that  about  200 
union  workers  on  the  earlier, 
graveyard,  shift,  were  still  inside 
the  plant  and  had  apparently  re- 
mained on  the  job  to  keep  the 
plant  running. 

"We're  not  asking  those  people 
to  come  out,"  Battisti  said.  "We 
have  an  obligation  to  run  that 
plant." 

After  a  series  of  huddles  with 
strikers  and  retirees,  Youngblood 
committed  to  arranging  for  an 
unnamed  Chicago-based  corpo- 
rate official  to  come  to  Green 
River  for  talks  with  retirees  on 
Wednesday  or  Thursday, 

"Okay,  Mr.  Youngblood,"  Har- 
ris said.  "We're  taking  you  at 
your  word.  But  if  nothing  hap- 
pens we'll  be  back  out  here 
again." 

As  buses  and  carloads  of  men 
and  women  began  to  slowly  move 
through  the  plant  gates,  Harris 
said  he  remains  "skeptical"  of 
the  chances  for  a  resolution  of 
the  health  premium  issue. 

"I'm  not  a  bit  happy,"  he  said. 
"We  can't  trust  these  guys." 


He  added,  however,  that  he 
was  grateful  for  the  support  of 
the  active  union  members:  "God 
bless  them,"  he  said 

Active  workers'  views 

The  active  members  of  United 
Steelworkers  of  American  Local 
No.  13214  who  reported  to  the 
plant  Monday  morning  expressed 
sympathy  for  the  retirees' 
predicament 

"We  plan  on  retiring  too  some- 
day," said  Bonnie  Shoup.  "I'd  like 
to  help  put  my  kids  through 
school.  Something's  got  to  be 
done  about  this. 

Gerri  Fleck,  a  lab  analyst 
who's  worked  at  the  plant  only 
three  years,  approved  of  the  re- 
tiree action  "They  have  to  stand 
up  for  what  they  believe  in  and 
get  an  answer  from  the  compa- 
ny," 

The  ranks  of  the  protesters 
swelled  even  more  as  electrical 
and  construction  contract  work- 
ers already  on  the  job  inside  the 
plant,  got  wind  of  the  action. 
Cheers  erupted  as  those  union 
members  exited  the  plant  and 
joined  the  action. 

The  problem 

Retirees  say  the  soaring  bene- 
fit costs  are  particularly  infuri 
ating  because  they  believe  they 
were  talked  into  early  retirement 
under  false  pretenses 

"They  told  us  if  we  didn't  re- 
tire, they  would  lay  off  younger 
workers,"  Harris  said. 

He  said  a  number  of  older 
workers  accepted  an  early  re- 
tirement offer  in  early  1993, 
agreeing  to  pay  their  own  health 
insurance  costs  which  were  then 
$116  monthly  for  coverage  of  a 
single  retiree,  or  $236  monthly 
for  a  coverage  of  a  retiree  and 
spouse. 

But  the  company  then  shunted 
retirees  into  a  separate  pool  — 
with  a  much  higher  cost  to  re- 
flect the  higher  risks  in  that 
group  -  he  said. 

About  40  percent  of  the  re- 
tirees were  uninsurable,  and 
therefore  unable  to  seek  insur- 


ance elsewhere,  Battisti  noted. 

Those  who  could  get  cheaper 
coverage  did  so  when  premiums 
began  to  rise,  Harris  said.  As  the 
pool  shrank,  only  the  high  risk 
participants  remained,  pushing 
rates  for  the  remaining  partici- 
pants even  higher 

Now,  the  monthly  premium 
for  a  single  retiree  is  now  $300, 
with  $300  additional  for  a 
spouse,  so  that  total  cost  for  a 
couple  is  now  $600  rather  than 
$236  of  two  years  ago,  accord- 
ing to  letters  sent  out  by  the  com- 
pany on  Feb.  28. 

Youngblood  said  in  an  inter- 
view later  Monday  that  he  is 
"sympathetic"  to  the  retiree 
plight,  and  realizes  that  it  will 
be  difficult,  if  not  impossible,  for 
some  of  them  to  pay  the  premi- 
ums. 

He  said  retirees  understand 
they  are  responsible  for  their 
premiums,  "but  the  argument  is 
how  we  calculate  the  cost."  He 
added  that  it  was  only  this  year 
that  the  rates  for  the  two  groups 
"began  to  really  diverge." 

He  said  a  corporate  official 
specialized  in  pensions  and  ben- 
efit programs  will  arrive  in  Green 
River  on  Thursday. 

Profits  report 

In  the  first  quarter  of  1995, 
soda  ash  volumes  and  prices  in- 
creased, reflecting  strong  export 
markets,  and  improving  domestic 
markets,  according  to  a  company 
statement  released  last  week  The 
$41  million  profits  in  industrial 
chemicals,  including  soda  ash, 
were  19  percent  ahead  of  the 
strongest  quarter  last  year.  Sales 
jumped  16  percent  from  the  pre- 
vious quarter  to  $228  million, 
the  release  says. 

Youngblood  conceded  that  the 
company's  financial  performance 
is  indeed  "positive  " 

But  it's  the  health  care  insur- 
ance costs  that  are  "driving"  the 
increases,  and  that  is  a  separate 
issue  from  the  company's  in- 
creased sales  and  profits,  he  said. 

"They  are  independent  kinds 
of  systems,"  he  said. 
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UNITED  STATES  DEPARTMENT  OF  COMMERCE 
Incernacional  Trade  AdminisCrarion 

Wast-iington,  D  C  20230 


December  21,  1994 


Mr.  Paul  Politzer 

Bureau  of  Land  Management 

Department  Interior 

1849  C  Street,  N.W.,    LST  Suite  501 

Washington,  D.  C.  20240 

Dear  Mr.  Politzer: 

I  have  enclosed  our  paper  on  Soda  Ash  Royalties.    Commerce  continues  to  have 
serious  concerns  regarding  the  effect  an  increase  in  royalties  would  have  on  our 
industries  international  competitive  position.    We  are  also  concerned  that  such  an 
increase  would  unduly  subject  our  industry  to  dumping  actions  by  the  European 
Union  (EU). 

We  have  been  informed  by  industry  that  the  EU  may  impose  dumping  duties  this 
month.    Such  additional  duties  would  complicate  matters  and  have  a  direct  bearing 
on  our  position.    I  believe  it  would  be  wise  to  postpone  any  decision  until    the  facts 
are  known.    As  we  discussed,  I  will  contact  USTR  to  arrange  a  meeting  with 
industry  so  that  they  can  inform  us  of  the  latest  developments  and  hope  that  this 
issue  can  be  concluded  as  soon  as  possible. 


Sincerely, 


5ert  C.  Reiley 
Director 

Office  of  Metals,  Materials 
and  Chemicals 

Enclosure 


^. 
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SODA  ASH  ROYALTIES:   IMPLICATIONS  FOR  U.S.  EXPORTS 

SUMMARY 

The  Bureau  of  Land  Managemsnt  (BLM)  must  determine  whether  to 
increase  the  royalty  on  soda  ash.   Consistent  with  the  Clinton 
Administration's  commitment  to  assure  that  domestic  policy 
decisions  take  full  account  of  our  foreign  trade  interests,  BLM 
has  requested  an  interagency  review  of  the  potential  impact  of  a 
royalty  increase  on  U.S.  exports. 

This  paper  concludes  that:  (1)  the  U.S.  industry  is  highly 
dependent  on  exports  for  its  financial  health;  (2)  exports  fell 
sharply  in  1993  and  near  term  prospects  for  improved  foreign 
sales  are  bleak;  (3)  there  is  substantial  excess  capacity  on  the 
world  market  and  new  investments  are  growing  more  rapidly  than 
demand;   (3)  import  substitution  policies  and  the  threat  of 
dumping  duties  in  key  producing  countries  severely  limit  U.S. 
market  access;  (4)  due  to  the  unique  relationship  between  EU 
dumping  regulations  and  current  depressed  prices,  raising  the 
royalty  rate  is  likely  to  result  in  dumping  duties  on  U.S. 
exports  and  the  loss  of  this  major  market;  (5)  the 
Administration's  credibility  in  current  negotiations  to  reduce 
tariffs  and  other  taxes  on  imports  would  be  impaired  by  raising 
our  own  taxes  affecting  exports;  and  (6)  imposing  additional 
royalties  on  U.S.  firms  in  the  current  weak  market  situation 
would  be  self  defeating  given  the  protectionist  policies 
encouraging  further  development  of  their  competitors  overseas. 

Comments  on  a  BLM  staff  report  (3521  925-6  dated  July  16,  1993) 
are  also  attached. 

RECOMMENDATION 

Any  decision  to  increase  the  royalty  should  be  postponed  pending 
(1)  improvement  in  the  world  market  and  (2)  a  clearer  outcome  of 
negotiations  and  other  critical  trade  policy  developments 
affecting  U.S.  exports.   These  trade  policy  issues  include  the 
dumping  investigation  of  the  EU,  the  Uruguay  Round  market  access 
agreement,  GATT  accession  negotiations  with  China  and  Taiwan,  and 
key  bilateral  negotiations  to  lower  trade  barriers.   The 
Administration  should  review  the  situation  at  the  end  of  this 
year,  just  prior  to  the  soda  ash  industry's  annual  contract 
negotiations. 


1988-1992 

1991 

1992 

2,734 

2,  955 

9,  005 

9,  379 
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U.  S.  EXPORT  TRENDS 

Unlike  other  hardrock  mineral  industries,  the  U.S.  soda  ash 
industry  has  become  highly  dependent  on  exports.   In  1992, 
exports  reached  an  all  time  high  of  3  million  tons,  representing 
32  percent  of  domestic  production.   Soda  ash  exports  also  made  a 
substantial  contribution  to  U.S.  trade  accounts,  rising  rapidly 
from  $365  million  in  1989  to  $434  million  in  1992. 


U.S  EXPORTS  COMPARED  TO  U.S.  PRODUCTION 
(THOUSAND  METRIC  TONS) 

1988        1989  1990 

U.S.  Exports     2,238       2,648  2,392 

U.S.  Production  8,738       8,995  9,156 

Exports  as  a  % 

of  Production     25.6        29.4  26.1        30.4       31.5 

Source:   U.S  Bureau  of  Mines 


The  industry's  efforts  to  expand  export  markets  have  been 
supported  by  legislative  and  policy  initiatives  for  over  a 
decade.   In  1981,  U.S.  producers  took  advantage  of  legislation  to 
encourage  exports  by  organizing  a  Webb-Pomerene  export 
corporation  (ANSAC) .   Working  closely, with  the  Administration's 
trade  policy  agencies,  U.S.  producers  assisted  our  negotiators  in 
reaching  agreements  to  liberalize  soda  ash  trade  with  several 
countries  which  are  now  among  our  principal  export  destinations. 
The  Clinton  Administration  continues  to  press  strongly  for 
reduced  trade  barriers  in  the  Uruguay  Round  and  bilateral 
negotiations. 

Recently,  the  U.S.  industry  has  been  facing  reduced  demand  and 
increased  competition  in  foreign  markets.   There  has  been  a 
significant  drop  in  U.S.  exports  this  year  for  the  first  time  in 
over  a  decade.   In  1993,  U.S.  exports  fell  by  16, percent,  while 
export  unit  values  dropped  by  9  percent. 
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U.S.  EXPORTS  1987-1992 
(THOUSAND  DOLLARS) 


Regions      1989      1990      1991 


s;  Korea    20,837    28,73  9 


39,262    43,995 


38,025 
35,838 
25,293    27,419 
19,570    33,796 
24,952    31,421 
0     6,693 
16,307    16,153 
0    10,546 
2,804    11,591 
Taiwan       8,833    16,080    17,192 
Others     225,018   168,955   180,417 


Japan 

Indonesia 

Venezuela 

Mexico 

Belgium 

Thailand 

Spain 

Netherlands 


24,233 

15, 151 

22,348 

0 

9,786 

0 

2 

8,  833 


1992 

39,368 
36,491 
31,511 
30,271 
25,717 
25,439 
21,227 
20,612 
19,774 
18,380 
164,816 


1993 
(Est.) 

32, 876 
40, 565 
30, 779 
27, 662 
20, 540 
19, 764 
13, 858 
10, 801 
14,703 
16,690 
139, 876 


World      365,469   346,693   409,089   433,606   365,277 

Source:   U.S.  Bureau  of  Census 

U.S.  EXPORTS  1991-1993 
(DOLLAR  UNIT  VALUE  PER  METRIC  TON) 


%  Change 
1993/1992 

(16 .49) 

11.17 

(2.32) 

(8.62) 
(20.13) 
(22..31) 
(34.71) 
(47.60) 
(25.64) 

(9.19) 
(15.13) 

(15.76) 


Regions 

S .  Korea 

Japan 

Indonesia 

Venezuela 

Mexico 

Belgium 

Thailand 

Spain 

Netherlands 

Taiwan 


1991 

163.96 
130.92 
144.56 
175.05 
132.60 
150.74 
144.90 
147.36 
182.52 
144  .99 


1992 

156.02 
139.06 
142.97 
183.23 
159.02 
140.52 
142.82 
141.15 
138.65 
143.46 


1993 
(Est.) 

149.66 
142.94 
132.94 
178.62 
110.07 
137.14 
131.03 
160.44 
127.71 
133 .90 

134.01 


%Change 
1993/1992 

(4.08) 
2.79 
(7.02) 
(2.52) 
(30.78) 
(2.41) 
(8.26) 
13  .66 
(7.89) 
(6.67) 

(8.68) 


World  149.63       146.75 

Source:   U.S.  Bureau  of  Census 

The  U.S.  share  of  the  global  export  market  for  soda  ash  also 
declined  from  70  percent  in  1989  to  65  percent  in  1991.   It  is 
estimated  that  the  U.S.  market  share  will  decline  to  below  60 
percent  in  1993.   On  a  regional  basis,  42  percent  of  1992  U.S. 
exports  went  to  Asia,  23  percent  to  Europe  and  17  percent  to 
South  America. 
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The  world  market  is  becoming  much  more  competitive  as  production 
capacity  increases  rapidly  in  other  countries.   Several  important 
export  markets  in  the  1980' s  have  been  lost  as  a  result  of 
expanded  local  output.   For  example,  China  was  previously  a  large 
market  for  U.S.  soda  a.sh  but  can  now  meet  domestic  demand  and  is 
exporting  to  other  countries  in  Asia.   Similarly,  Eastern  Europe 
is  also  exporting  to  the  West  and  the  Asia-Pacific  region. 

In  the  past  two  years,  the  only  bright  spot  in  foreign  markets 
has  been  Europe,  due  to  the  elimination  of  the  EU's  dumping 
duties.   In  fact,  the  overall  growth  in  U.S.  exports  to  the  world 
has  been  solely  due  to  increased  EU  purchases.   U.S  exports  to 
Europe  grew  from  50  thousand  tons  in  1987  to  nearly  600  thousand 
tons  in  1992  with  almost  all  of  the  growth  in  the  last  two  years. 
However,  U.S.  firms  are  having  an  increasingly  difficult  time 
competing  in  key  European  markets,  due  to  the  strengthening  of 
the  dollar  against  several  EU  currencies,  the  reduction  of 
European  soda  ash  prices,  and  the  threat  of  dumping  duties.   1993 
U.S.  exports  have  fallen  by  22-47  percent  in  leading  European 
markets . 


WORLD  MARKET  TRENDS 


The  decline  in  U.S.  soda  ash  exports  is  largely  due  to  the 
increasing  surplus  on  the  world  market  as  foreign  producers 
expand  capacity  behind  protective  trade  barriers.   World  demand 
has  not  kept  up  with  rapidly  increasing  capacity. 

Soda  ash  is  used  primarily  in  consumable  items  such  as  container 
glass,  detergents,  and  flat  glass.  Demand  for  these  products  is 
increasing  rapidly  in  developing  economies,  such  as  the  Asia- 
Pacific  region  and  Latin  America.  However,  developing  countries 
are  building  domestic  soda  ash  industries  causing  their  capacity 
to  grow  more  rapidly  than  in  the  United  States,  the  EU  and  other 
industrialized  countries. 

Industry  experts  forecast  that  world  production  capacity  will 
increase  to  43  million  tons  by  1997,  representing  a  2.4  percent 
annual  growth  rate  over  the  1987-97  period.    Annual  production 
capacity  over  this  same  period  is  estimated  to  grow  by  2 . 3 
percent  in  the  Americas,  .1  percent  in  Europe,  6.1  percent  in  the 
Asia-Pacific  region  and  8.6  percent  in  China. 
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WORLD  CAPACITY  1987-1997 
(THOUSAND  METRIC  TONS) 


Region 


1987 


1992 


1997 


Americas 

10, 

,396 

11, 

,554 

13, 

,  069 

Europe 

17, 

,  350 

16, 

,970 

17, 

,545 

Asia/Pacific 

3, 

,748 

4, 

,632 

6, 

,801 

China 

2, 

,  373 

4, 

.  300 

5, 

,400 

Total 


33,867 


37,456 


42,815 


Sources:   U.S.  Bureau  of  Mines,  ANSAC  and  NACC  estimates 

World  demand  is  forecast  to  reach  35.8  million  tons  by  1997, 
representing  only  a  1.6  percent  growth  rate  over  the  same  10  year 
period.   Annual  demand  for  1987-97  is  estimated  to  grow  by  2 
percent  in  the  Americas,  -.5  percent  in  Europe,  4.6  percent  in 
the  Asia/Pacific  region,  and  4.9  percent  in  China.   The  negative 
growth  rate  in  Europe  can  be  attributed  primarily  to  the  1987-92 
period.   Recent  industry  forecasts  predict  that  European  demand 
will  grow  at  annual  rate  of  1.9  percent  from  1992-1997. 


WORLD  DEMAND  1987-1997 
(THOUSAND  METRIC  TONS) 


Region 


1987 


1992 


1997 


Americas 

8, 

,284 

8, 

,692 

9, 

,595 

Europe 

14, 

,335 

12, 

,384 

13, 

,585 

Asia/Pacific 

4, 

,747 

6, 

,  025 

7, 

,442 

China 

3, 

,225 

3, 

,  923 

5, 

,227 

Total 


30,591 


31,024 


35,849 


Sources:   U.S.  Bureau  of  Mines,  ANSAC,  and  NACC  estimates 


In  1992,  excess  soda  ash  capacity  is  estimated  to  have  reached  17 
percent  or  6.4  million  metric  tons.   By  1997,  excess  world 
capacity  is  projected  by  industry  experts  to  total  7.3  million 
tons,  assuming  announced  capacity  expansion  plants  are 
implemented  in  China,  Turkey,  Indonesia,  India,  Saudi  Arabia  and 
other  countries.   Obviously,  this  will  exacerbate  the  adverse 
market  impact  of  the  current  world  surplus  on  U.S.  exports. 
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WORLD  EXCESS  CAPACITY  1987-1997 
(THOUSAND  METRIC  TONS) 

1987        1992         1997 

Demand  30,591      31,024       35,84  9 

Capacity  33,867      37,456       42,815 

Excess  Capacity    3,276       6,432        6,966 

Source:   U.S.  Bureau  of  Mines,  ANSAC  and  NACC  estimates 

Declining  operating  rates  mirror  the  increase  in  capacity.  Over 
the  past  five  years,  capacity  utilization  in  the  global  soda  ash 
industry  has  declined  from  90  percent  to  83  percent. 

Increased  competition  facing  U.S.  exporters  as  a  result  of 
rapidly  expanding  capacity  overseas  is  coming  at  a  particularly 
bad  time  for  the  industry  since  their  domestic  markets  are 
lackluster.   U.S.  consumption,  which  peaked  in  1978  at  7  million 
tons,  has  shown  almost  no  growth  over  the  last  few  years.   1992 
consumption  was  the  lowest  level  in  the  last  five  years.   Some 
industry  experts  predict  that  U.S.  demand  may  actually  fall  in 
the  near  future.   As  a  result,  U.S.  plants  are  currently 
operating  at  87  percent  of  capacity. 


U.  S.  APPARENT  CONSUMPTION:  1988-1992 
(THOUSAND  METRIC  TONS) 


1988 

1989          1990 

1991 

1992 

6,  595 

6,516         6,844 

6,479 

6,35 

ce:   U.S. 

Bureau  of  Mines 

Based  on  the  evolving  supply/demand  relationship,  the  world 
market  will  be  relatively  flat.   Prospects  for  U.S.  exports  are 
further  limited  by  highly  protectionist  trade  policies  of  many 
developing  countries  where  demand  is  growing  most  rapidly.   As  a 
result  of  these  developments,  soda  ash  prices  have  declined 
worldwide  over  the  last  several  years  and' may  decline  further. 
This  is  reflected  by  the  8.7  percent  decline  in  the  average  U.S. 
export  unit  value  in  1993 .   Domestic  prices  have  also  dropped 
sharply  from  $91/short  ton  in  1992  to  $79/short  ton  in  1993. 
Industry  sources  also  report  that  major  contract  negotiations  in 
September,  1993,  resulted  in  a  further  drop  which  will  be 
reflected  in  reported  average  prices  in  the  first  quarter  of  next 
year. 


101 


FOREIGN  TRADE  BARRIERS 

While  the  phenomenal  growth  in  U.S.  soda  ash  exports  over  the 
last  decade  represents  a  success  story  for  U.S.  exports,  the 
growth  rate  would  have  been  even  greater  but  for  the  hiyh  levels 
of  protection  in  many  foreign  markets.   More  important,  continued 
expansion  of  output  and  rising  protectionism  in  many  of  these 
countries  bodes  ill  for  future  export  prospects  unless  ongoing 
trade  negotiations  are  successful. 

China : 

In  19-89,  China  imported  969  thousand  tons  of  soda  ash  valued  at 
$174  million;  half  of  this  amount  was  purchased  from  the  United 
States.   As  a  direct  result  of  Chinese  government  policies  to 
build  and  protect  a  domestic  industry,  U.S.  exports  fell  from  503 
thousand  tons  in  1989  to  67  thousand  tons  in  1992. 

The  principal  Chinese  trade  barrier  is  a  tariff  which  was  raised 
from  12  percent  to  23  percent  in  1990,  and  a  12  percent 
"commercial  surcharge  tax"  which  is  collected  on  the  duty  paid 
value.   The  total  tax  is  equivalent  to  a  40  percent  import 
charge.   This  effectively  precludes  U.S.  exporters  from 
significant  participation  in  the  Chinese  market.   U.S.  industry 
experts  estimate  that  the  United  States  could  capture  20  percent 
or  900  thousand  tons  of  the  total  Chinese  market  if  tariffs  and 
other  trade  barriers  were  removed.   Unfortunately,  Chinese 
authorities  announced  earlier  this  month  that  while  the  duty 
would  be  reduced  to  2  0  percent,  the  surcharge  tax  would  be 
increased  to  17  percent,  thereby  effectively  increasing  the  level 
of  protection  for  their  industry. 

Although  the  Administration  has  made  progress  in  the  recent 
"Market  Access  Agreement"  toward  eliminating  quantitative 
barriers  to  Chinese  imports,  negotiations  to  reduce  tariff 
barriers  are  precluded  by  the  so-called  Jackson-Vanik  amendment 
to  the  Trade  Act  of  1974.   However,  a  provision  of  the  Uruguay 
Round  Final  Act  will  permit  tariff  negotiations  upon 
implementation  early  next  year,  if  not  sooner  as  a  result  of  GATT 
Council  action. 

Japan : 

Market  access  barriers  in  Japan  are  much  more  subtle  than  those 
in  China,  although  the  industry  situation  is  similar.   Both  China 
and  Japan  have  supported  the  development  of  a  relatively  costly 
indigenous  synthetic  soda  ash  industry  at  the  expense  of  imports. 
Japanese  protection  largely  results  from  efforts  by  Japanese  soda 
ash  producers  and  their  affiliated  trading  companies  to  control 
the  distribution  channels  and  port  facilities  for  imported  soda 
ash.   Japanese  customers  often  refuse  to  purchase  from  U.S. 
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exporters  without  regard  to  price  or  other  commercial 
considerations . 

Although  the  Japan  Fair  Trade  Commission  has  investigated  the 
local  industry  twice  in  the  last  decade  and  the  Clinton 
Administration  continues  to  press  Japan  to  further  liberalize  the 
soda  ash  market,  there  is  no  evidence  that  industry  practices 
have  changed  significantly.   U.S.  exports  have  stagnated  despite 
growing  demand  in  recent  years.   The  U.S.  industry  estimates  that 
its  1992  sales  could  have  been  almost  100  thousand  tons  higher 
but  for  the  collusive  business  practices  of  Japanese  firms. 

South  Africa: 

In  1991,  South  Africa  raised  the  tariff  on  soda  ash  from  zero  to 
ten  percent  in  order  to  protect  a  newly  completed  synthetic 
facility  in  Botswana.   The  previous  year.  South  Africa  was  the 
U.S.  soda  ash  industry's  second  largest  export  market,  accounting 
for  215  thousand  tons.   As  a  result  of  the  tariff,  U.S.  exports 
fell  by  37  percent  in  1991  and  another  38  percent  in  1992  to  only 
84  thousand  tons.   The  South  African  Tariff  Board  is  considering 
whether  to  increase  protection  even  further.   This  issue  is 
currently  being  addressed  by  the  Administration  in  both  bilateral 
fora  and  the  GATT. 

Brazil; 

Brazil's  soda  ash  industry  is  currently  protected  by  a  10  percent 
duty,  which  has  been  reduced  in  stages  over  the  last  year  from  20 
percent  as  a  result  of  bilateral  negotiations.   Industry  sources 
believe  that  Brazil  could  be  the  largest  U.S.  export  market  with 
sales  totalling  275  thousand  tons  if  this  remaining  tariff  were 
reduced.   However,  current  U.S.  exports  amount  to  only  67 
thousand  tons . 

Taiwan; 

Taiwan's  market  also  offers  substantial  potential  for  increased 
U.S.  exports  if  the  current  10  percent  tariff  were  reduced.   This 
is  demonstrated  by  the  increase  in  U.S.  exports  following 
Taiwan's  decision  to  remove  import  permit  requirements  and  reduce 
the  tariff  to  10  percent  in  1989.   The  Clinton  Administration  is 
currently  seeking  further  liberalization  through  negotiations  on 
Taiwan's  accession  to  the  GATT. 

Behind  a  prohibitive  effective  duty  rate  of  over  100  percent, 
which  has  eliminated  U.S.  exporters  from  the  market,  India  is 
rapidly  increasing  domestic  capacity.   This  expansion  is  aimed  at 
both  the  domestic  market  and  sales  overseas.   India's  exports  are 
now  displacing  U.S.  sales  in  third  country  markets.   The  future 
threat  of  these  policies  to  U.S.  exports  is  also  significant. 
According  to  industry  sources,  current  announced  plant  expansions 
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and  additions  would  amount  to  an  additional  1.1  million  tons  of 
Indian  capacity  by  the  year  2000. 

Korea: 

Korea's  current  11  percent  duty  rate  on  soda  ash  is  the  principal 
barrier  to  increased  U.S.  exports.   After  China  and  Japan,  Korea 
is  the  third  fastest  growing  market  in  the  world.   Since  U.S. 
exporters  will  not  be  able  to  take  full  advantage  of  this  growth, 
the  Administration  continues  to  press  Korea  in  bilateral  and 
multilateral  fora  to  reduce  the  duty. 

Indonesia: 

Indonesia  is  another  high  growth  market  that  is  being  closed  to 
U.S.  exporters  due  to  expanding  domestic  capacity  and  imposition 
of  even  higher  tariffs.   In  recent  years,  Indonesia's  imports  of 
soda  ash  have  been  increasing  at  an  average  rate  of  almost  10 
percent.   The  U.S.  has  been  the  leading  supplier,  accounting  for 
63  percent  of  imports  in  1990.   However,  this  trade  pattern  is 
being  undermined  by  Indonesia's  policy  of  "self-sufficiency"  and 
reported  intention  to  raise  the  import  duty  from  the  current  5 
percent  to  20  percent.   This  protection  would  help  support  a  new 
joint  venture  operation  between  Indonesia  and  China  to  build  a 
major  synthetic  soda  ash  facility  at  Bontang. 

European  Union: 

As  a  result  of  EU  dumping  duties  imposed  in  the  early  1980' s, 
U.S.  soda  ash  exports  to  Europe  were  negligible  during  the  rest 
of  the  decade.   In  1990,  the  EU  Commission  ordered  the  two  major 
European  soda  ash  producers  (Solvay  and  ICI)  to  cease  their 
anticompetitive  activities  in  the  soda  ash  area,  imposed  record 
fines  on  the  two  companies,  and  lifted  the  anti-dumping  duties 
against  U.S.  producers.   This  resulted  in  an  immediate  and  rapid 
increase  in  U.S.  exports  as  indicated  above.   U.S.  industry 
sources  believe  exports  could  increase  even  more  rapidly  if  the 
EU's  current  10  percent  tariff  were  reduced.   The  Administration 
is  currently  seeking  to  negotiate  a  zero-for-zero  tariff  proposal 
in  the  Uruguay  Round. 

The  success  of  the  U.S.  industry  in  penetrating  the  EU  market  in 
the  last  two  years  has  led  to  severe  price  cutting  by  EU 
producers  in  an  attempt  to  maintain  their  market  share.   In  1993, 
U.S.  exporters  have  also  had  to  reduce  prices.   U.S.  export  unit 
values  declined  by  37  percent  in  the  United  Kingdom,  one  of  the 
leading  European  soda  ash  producing  countries.   In  addition,  a 
petition  by  EU  producers  charging  dumping  by  U.S.  industry  is 
currently  under  investigation  by  the  EU  Commission. 
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CONCLUSION:   IMPACT  OF  ROYALTY  INCREASE  ON  U.S  EXPORTS 

Any  increase  in  the  royalty  rate  would  have  an  adverse  impact  on 
the  financial  health  of  U.S.  producers  and  their  ability  to 
compete  in  export  markets.   The  degree  of  impact  will  depend 
largely  on  (1)  market  conditions,  (2)  the  extent  to  which  U.S. 
producer  costs  rise  to  market  price  levels  which  trigger  EU  and 
other  countries'  dumping  duties,  and  (3)  the  reluctance  of 
foreign  governments  to  negotiate  lower  import  tariffs  if  the 
United  States  is  seen  as  raising  taxes  which  affect  our  exports. 

Market  Conditions: 

Market  conditions  will  help  determine  whether  U.S.  producers  are 
able  to  assume  the  cost  of  a  royalty  without  serious  economic 
impact.   A  modest  royalty  increase  might  be  borne  fairly  readily 
by  U.S.  producers  or  even  passed'  on  to  consumers  in  a  period  of 
buoyant  demand  and  prices.   However,  a  similar  royalty  increase 
in  the  current  surplus  world  market  situation  could  have 
substantial  adverse  implications  for  U.S.  industry  and  our 
competitiveness  overseas. 

According  to  BLM  data,  a  royalty  increase  from  5  to  8  percent  of 
the  price  of   soda  ash  would  reduce  industry  profitability  by 
$14.4  million  annually.   While  this  amount  may  seem  negligible 
from  the  standpoint  of  government  tax  revenues,  it  represents  a 
significant  diminution  in  revenues  of  an  industry  which  is 
already  facing  weak  markets  in  the  United  States  and  overseas. 
Moreover,  this  estimate  is  based  solely  on  the  direct  impact  of 
an  increase  in  royalties.   It  does  not  take  into  account  any  lost 
revenues  as  a  result  of  price  changes  or  lower  exports  to  the  EU 
or  other  countries  as  a  result  of  inclusion  of  royalty  costs  in 
foreign  dumping  calculations. 

If  these  factors  are  considered,  the  difference  to  a  firms' s 
return  on  assets  can  be  even  more  significant.   For  example,  BLM 
estimates  that  a  royalty  increase  from  5  to  8  percent  will  result 
in  a  2.3  percent  reduction  in  the  annual  return  on  equity  for  one 
of  our  major  producing  companies.   However,  if  market  impacts  are 
taken  into  account,  including  the  loss  of  export  markets  in 
Europe  as  a  result  of  the  interaction  of  a  royalty  increase  and 
the  EU's  dumping  regulations  as  discussed  below,  this  firm  has 
estimated  in  public  testimony  that  the  reduction  in  return  on 
equity  is  5  percent . 

In  summary,  current  market  conditions  will  not  allow  U.S. 
exporters  to  "pass  on"  their  cost  increases  in  most  markets.   A 
royalty  increase  will  not  only  directly  reduce  return  on  equity 
to  a  significant  degree,  but  will  have  adverse  indirect  effects 
on  competitiveness  resulting  in  additional  lost  revenues  in 
overseas  markets. 
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Foreign  Dumping  Regulations: 

There  are  also  foreign  dumping  investigations  underway  which 
could  have  a  major  impact  on  U.S.  exports.   The  most  important  is 
the  EU  Commission's  investigation.   Due  to  the  current  depressed 
price  situation  in  Europe,  a  positive  finding  and  imposition  of 
dumping  duties  could  virtually  eliminate  U.S.  producers  from  this 
important  market.   The  results  of  the  EU  investigation  should  be 
known  in  a  few  months . 

Even  if  the  U.S.  industry  is  not  found  to  be  dumping  in  the  EU,  a 
royalty  increase  at  this  time  could  have  the  effect  of  assuring 
that  dumping  duties  are  imposed  soon.   The  explanation  for  this 
unique  circumstance  involves  the  relationship  of  the  current 
depressed  pricing  situation  in  Europe  to  the  EU  regulations  on 
calculating  costs  in  dumping  determinations. 

Specifically,  European  anti-dumping  regulations  prohibit  U.S. 
producers  from  selling  their  products  in  Europe  at  a  price  below 
the  "normal  value"  of  the  products  sold.   "Normal  value"  is  the 
average  of  all  prices  charged  for  the  product  in  the  producer '.s 
home  market,  excluding  those  prices  that  are  below  the  producer's 
"cost  to  make  and  sell."   A  significant  U.S.  royalty  increase 
would  increase  the  "cost  to  make  and  sell"  under  the  EU 
regulations.   This  calculated  cost  figure  would  then  exceed 
prices  charged  by  U.S.  industry  to  high-volume  discount 
customers.   These  prices  would  no  longer  be  averaged  into  the 
"normal  value"  as  they  are  below  cost,  thereby  causing  the 
"normal  value"  to  increase.   As  a  result,  U.S.  exporters  will  be 
forced  to  raise  their  prices  well  above  the  level  of  their 
European  competitors  and  demand  for  the  U.S.  soda  ash  in  Europe 
will  decline  drastically. 

Thus,  in  the  case  of  the  European  market,  where  prices  are  now 
barely  above  "normal  value,"  U.S.  exporters  will  have  no 
reasonable  course  of  conduct  available  to  them.   If  they  attempt 
to  "pass  on"  the  royalty  costs  to  their  consumers,  they  will 
suffer  large  losses  in  market  share.   If,  on  the  other  hand,  they 
attempt  to  absorb  the  costs,  they  will  be  selling  below  "normal 
value,"  thus  triggering  anti-dumping  duties.   In  either  event,  a 
significant  export  market  will  be  lost  to  American  producers. 

Industry  sources  report  producers  in  other  countries  have  also 
reduced  their  prices  substantially  in  the  last  year,  approaching 
levels  below  which  U.S.  firms  would  be  dumping  if  they  sold  at 
those  price  levels.   Currently,  there  is  a  dumping  investigation 
against  the  U.S.  industry  in  Mexico.   Since  a  royalty  increase 
will  raise  costs  and  the  price  level  below  which  U.S.  .exporters 
cannot  sell  without  being  charged  with  dumping,  it  is  reasonable 
to  predict  that  export  markets  will  be  lost  in  a  number  of 
situations.   While  it  will  not  be  possible  to  "pass  through"  the 
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costs  in  a  highly  competitive  market,  it  will  also  not  be 
possible  to  absorb  them  without  violating  dumping  regulations. 

International  Trade  Negotiations: 

Another  important  consideration  is  the  impact  of  a  royalty 
increase  on  international  trade  negotiations.   Specifically,  a 
royalty  increase  at  this  time  could  seriously  impair  our  ability 
to  negotiate  reduced  tariffs  and  other  trade  barriers  overseas. 
From  an  economic  standpoint,  tariffs  impose  costs  on  industry  and 
generate  revenues  for  governments  in  a  manner  similar  to 
royalties.   Foreign  governments  are  unlikely  to  lower  their 
tariffs  or  other  taxes  on  imports  if  we  have  just  raised  our 
royalties  affecting  soda  ash  exports. 

While  we  are  trying  to  negotiate  reduced  foreign  trade  barriers 
in  order  to  lower  costs  facing  U.S.  exporters,  it  would  be 
inconsistent  for  the  Administration  to  directly  increase  costs 
for  our  exporters  by  raising  the  royalty.   Our  negotiating 
credibility  in  efforts  to  reduce  foreign  tariffs  also  would  be 
undermined  by  such  an  increase  in  taxes  on  U.S.  exporters.   From 
the  perspective  of  foreign  governments,  they  are  unlikely  to  see 
the  merit  of  reducing  their  tariff  revenues  if  the  U.S. 
government  has  just  increased  its  royalty  revenues  from  the 
industry.   In.  any  event,  our  negotiating  partners  would 
undoubtedly  use  .these  arguments  as  an  excuse  to  avoid  reducing 
the  protection  accorded  to  their  industries. 

Reduction  of  trade  barriers  in  the  Uruguay  Round  and  bilateral 
fora  are  essential  to  the  future  health  of  the  U.S.  industry. 
Negotiations  are  currently  at  a  very  critical  stage.   The  Uruguay 
Round  tariff  offers  fall  short  of  our  objectives  in  terms  of  both 
the  degree  of  reduction  and  the  number  of  countries  making  offers 
so  far.   Our  negotiators  are  currently  trying  to  obtain  improved 
offers  from  several  countries,  but  the  results  will  not  be  final 
until  March  30.   Bilateral  negotiations  are  also  proceeding  in 
the  GATT  accession  talks  with  China  and  Taiwan  to  liberalize 
markets.   At  this  stage,  it  is  too  early  to  judge  the  outcome, 
although  the  situation  should  be  clearer  in  a  few  months.   Until 
these  negotiations  have  been  completed,  it  would  be 
counterproductive  to  raise  royalties  on  U.S.  soda  ash  exporters. 

Moreover,  it  would  be  self  defeating  for  the  U.S.  to  raise 
royalties  on  soda  ash  at  the  very  time  that  some  other  key 
producing  countries  are  increasing  protection  to  encourage 
development  of  their  domestic  industries.   Essentially,  we  would 
be  placing  our  producers  at  an  even  greater  competitive 
disadvantage  as  a  matter  of  U.S.  policy. 

Chemicals  Division 

U.S.  Department  of  Commerce 

1/03/94 
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ATTACHMENT 


COMMENTS  ON  BLM  REPORT  3  521  (925-6)  :   SODIUM  ROYALTY  RATE  AND 
DILIGENT  DEVELOPMENT  ANALYSIS  FOR  THE  GREEN  RIVER  BASIN  OF 
WYOMING 

The  following,  comments  are  keyed  to  specific  conclusions 
regarding  foreign  trade  (in  quotes)  of  the  subject  study: 

p.  2,  line  11:   "Our  analysis  of  these  concerns  indicates  an 
increase  in  the  Federal  royalty  rate,  resulting  a  less  than  1% 
increase  in  soda  ash  cost,  could  have  a  short-term  negative 
effect  on  exports  from  the  GRB .   However,  the  long-term  market 
for  exports  is  expected  to  continue  to  increase  as  older,  less 
efficient  plants  close  and  worldwide  consumer  demand  for  products 
containing  soda  ash  increases . " 

Comment:   While  demand  is  increasing  in  some  markets,  the  most 
relevant  issue  is  whether  world  capacity  is  increasing  at  the 
same  or  a   faster  rate.   A  related  question  is  whether  U.S. 
exporters  have  access  to  foreign  markets  where  demand  is 
increasing. 

In  fact,  expanding  worldwide  capacity,  often  instigated  by 
governmental  import  substitution  policies,  already  exceeds  demand 
and  is  expected  to  increase  more  rapidly.   Moreover,  an 
increasing  number  of  foreign  markets  are  closing  to  U.S. 
exporters  as  tariff  and  other  protectionist  measures  are 
implemented.   For  example,  the  U.S.  share  of  China's  soda  ash 
market  fell  from  12.7%  in  1989  to  1.6%  in  1991.   This  was  the 
direct  result  of  an  increase  in  China's  tariff  from  12  to  23%, 
combined  with  the  simultaneous  imposition  of  a  12%  industrial  and 
commercial  tax.   Many  other  growing  markets  overseas  are 
characterized  by  high  levels  of  protection. 

p.  2.  line  30:   "Long  term  growth  (of  the  industry)  is  not 
expected  to  be  negatively  affected  by  an  increase  in  the  royalty 
rate,  as  the  GRB  is  the  premier  producing  area  for  trona  and  soda 
ash  in  the  world  with  95%  of  the  world's  natural  reserves." 

Comment :   Reserves  of  natural  soda  ash  are  only  one  factor  to  be 
considered  in  examining,  the  U.S.  industry's  ability  to  compete  in 
the  world  market.   First,  it  must  be  recognized  that  natural  soda 
ash  competes  with  synthetic  product  and  the  United  States  has 
30%,  not  95%,  of  total  soda  ash  capacity.   Second,  foreign  trade 
policies  and  domestic  investment  programs  which  protect  and/or  • 
subsidize  synthetic  producers  in  other  major  producing  countries 
are  much  more  important  to  determining  market  share  than 
available  reserves.   Third,  the  health  of  the  industry  is  largely 
determined  by  the  world  market  situation.   If  the  market  is 
characterized  by  excess  capacity  and  weak  demand,  as  at  present, 
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the  financial  health  of  the  industry  is  largely  unrelated  to  the 
level  of  reserves . 

p.  2,  line  20:   "Historically,  changes  as  great  as  25%  in 
production  levels  and  soda  ash  selling  prices  have  not 
consistently  impacted  local  employment  levels.   A  change  of  less 
than  1%  in  the  total  selling  price  due  to  an  increased  BLM 
royalty  rate  should  not  be  a  major  negative  impact  on  employment 
levels . " 

Comment:   Changes  in  market  price  levels  affecting  all  producers 
equally  have  a  much  different  economic  impact  than  changes  in 
price  levels  among  individual  producers.   For  example,  short-term 
price  fluctuations  of  25%  during  an  economic  cycle  could  have 
little  if  any  impact  on  industry  output,  while  differences  in 
price  of  even  1%  between  producers  could  have  a  substantial 
impact  on  the  competitiveness  of  the  more  costly  producer. 
Specifically,  if  the  costs  of  U.S.  exporters  rise  in  relation  to 
foreign  producers  due  to  a  U.S.  royalty  rate  increase,  the  impact 
on  U.S.  industry's  ability  to  compete  and,  therefore,  our  market 
share  could  be  significant.   It  must  be  recognized  that  soda  ash 
is  a  fungible  commodity  in  a  highly  competitive  world  market 
where  even  slight  changes  in  relative  producer  costs  (such  as  1%) 
can  determine  whether  a  producer  is  able  to  compete  profitably. 

This  is  particularly  true  in  the  current  weak  market  situation. 
As  a  practical  matter,  U.S.  producers  facing  higher  costs  as  a 
result  of  higher  royalties  will  not  be  able  to  pass  on  the 
increase  to  their  foreign  customers.   Since  U.S.  producers  are 
currently  operating  at  relatively  low  margins,  some  may  decide  to 
reduce  output  and  their  former  markets  will  be  taken  by  foreign 
producers.   Moreover,  as  indicated  in  the  attached  paper,  some 
U.S.  producers  are  likely  to  be  forced  out  of  foreign  markets, 
particularly  in  Europe,  because  they  are  unable  either  to  pass  on 
the  costs  or,  because  of  dumping  regulations,  to  absorb  them. 

From  a  policy  perspective,  an  analogy  might  be  drawn  between  the 
soda  ash  royalty  and  the  Administration's  position  on  the 
domestic  farm  price  support  program.   We  have  steadfastly  refused 
to  change  federal  farm  support  programs  as  long  as  foreign 
governments  subsidize  their  exports  and  protect  their  markets. 
In  fact,  we  have  deliberately  subsidized  exports  to  encourage 
negotiation  of  reduced  foreign  subsidies  and  protection.   In 
popular  terminology,  the  U.S.  has  refused  to  "disarm"  our  federal 
farm  programs  until  others  do  the  same.   The  analogy  is  even  more 
apt  given  the  fact  that  the  health  of  both  the  U.S.  farm  sector 
and  the  soda  ash  industry  are  largely  dependent  on  world  markets 
and  both  would  be  very  competitive  under  free  market  conditions. 
If  the  Administration  is  unwilling  to  dismantle  domestic  farm 
subsidies  until  other  countries  do  the  same,  it  would  be  even 
more  self  defeating  to  raise  the  costs  of  an  unsubsidized 
industry  such  as  soda  ash  in  the  face  of  increasing  subsidies 
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overseas.   In  the  case  of  soda  ash,  the  Administration  should 
first  seek  to  reduce  trade  barriers  facing  U.S.  producers  in 
world  markets  before  raising  royalties  which  put  them  on  even 
more  unequal  footing  with  their  foreign  competitors. 

p.  20,  lines  3-5:   "The  U.S.  soda  ash  industry  exports  to  those 
countries  serviced  by  the  ANSAC,  the  EEC  and  Canada  which  is  not 
a  member  of  any  export  or  import  control  group.   ANSAC  and  the 
EEC  have  countries  which  are  net  importers  or  exporters  of  soda 
ash.  " 

Comment:   See  the  attached  market  study  for  information  on  U.S. 
export  markets.   ANSAC  is  a  private  industry  association. 

p.  20,  line  15:  "A  comment  was  received  stating  world  demand  is 
about  2.3  million  short  tons  below  the  1989  peak.  The  BOM  has 
stated  that  world  demand  is  growing  and  will  continue  to  grow  at 
a  rate  of  2.5  percent  per  year.  We  feel  that  as  developing 
countries  increase  their  standard  of  living,  the  demand  for  soda 
ash  will  increase.  An  increase  in  the  royalty  rate  if  passed  on 
may  cause  a  minimal  supply-demand  reduction."  ' 

Comment :   The  fact  that  world  demand  is  growing  is  largely 
irrelevant  to  U.S  export  prospects  if  world  capacity  is  growing 
faster  and  trade  barriers  preclude  U.S.  market  access.   There  is 
substantial  excess  capacity  in  the  world  market  which  has  led  to 
declining  U.S.  exports  and  weakening  prices.   This  excess 
capacity  is  expected  to  increase  over  the  next  few  years  with 
U.S.  export  prospects  diminishing,  unless  foreign  governments  can 
be  convinced  to  reduce  protection  of  their  synthetic  soda  ash 
industries. 

Second,  the  assumption  that  a  royalty  rate  increase  can  be 
"passed  on"  to  foreign  customers  is  highly  improbable  in  the 
current  weak  market.   If  U.S.  exporters  increased  their  prices  by 
the  amount  of  the  royalty  in  the  current  surplus  market 
situation,  they  would  undoubtedly  lose  sales. 

Third,  it  is  unclear  what  is  meant  by  "a  minimal  supply-demand 
disruption".    Neither  U.S.  nor  world  demand  will  be  influenced 
by  a  royalty  rate  increase  on  U.S.  suppliers.   However,  U.S. 
exports  are  likely  to  be  reduced  by  an  increase  in  the  royalty, 
with  foreign  suppliers  assuming  a  greater  share  of  the  world 
market . 

p.  20,  lines  32-35:    "While  the  threat  of  excess  capacity  may 
reduce  the  demand  for  U.S.  soda  ash,  it  is  also  true  that  the 
excess  capacity  might  not  be  competitive  with  the  GRB  due  to 
operating  constraints  such  as  materials,  supplies,  labor  and 
availability  of  transportation  within  countries  other  than  the 
U.S." 
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Comment:   There  is  already  substantial  surplus  capacity  in  the 
world  market.   It  is  unclear  what  is  meant  by  "operating 
constraints..."  in  other  countries.   Any  such  constraints  clearly 
have  not  had  an  impact  on  the  current  world  surplus  resulting 
from  expansion  of  capacity  in  other  countries. 

p.  20,  line  36-39:   "Projections  by  industry  indicate  that  as 
China's  domestic  demand  grows,  it  may  no  longer  be  able  to  export 
soda  ash  to  these  Far  Eastern  countries  and  may  once  again  become 
a  net  importer  of  soda  ash." 

Comment:   Development  of  new  capacity  in  China  is  continuing  and 
the  suggestion  that  China  may  become  a  "net  importer"  is  highly 
problematic.   The  essential  point  is  that  there  is  a  continuing 
world  capacity  surplus,  irrespective  of  whether  China  becomes  a 
minor  net  importer. 

p.  21,  para.  3  regarding  foreign  trade  barriers. 

Comment :   This  discussion  does  not  represent  the  current 
situation  regarding  foreign  trade  restrictions. 

p.  21,  lines  29-33:    "...protectionist  measures  ...  are  critical 
factors  in  determining  how  much  soda  ash  the  GRB  will  be  able  to 
export . " 

Comment :   This  is  a  very  important  reason  to  delay  a  royalty 
increase  until  trade  barriers  are  reduced  and  the  playing  field 
is  more  level  for  U.S.  exporters. 

p.  21,  lines  29-33:   "We  note  that  any  increase  in  Federal 
royalty  rates  could  be  construed  by  the  GATT  negotiators  as 
contrary  to  their  efforts  to  have  tariffs  reduced.   Likewise,  the 
lack  of  a  federal  royalty  rate  increase  could  be  perceived  as 
subsidizing  the  U.S.  soda  ash  industry." 

Comment:    U.S.  calls  for  reduction  in  foreign  tariffs  will  ring 
hollow  with  our  negotiating  partners  if  we  first  increase  our 
royalties  on  the  soda  ash  industry.   On  the  other  hand,  we  do  not 
anticipate  allegations  by  foreign  countries  that  our  failure  to 
increase  the  royalty  constitutes  a  subsidy.   We  are  unaware  of 
any  such  charges  to  date.   There  would  also  appear  to  be  no  legal 
or  factual  basis  for  such  a  contention  if  the  United  States 
continues  to  determine  that  the  current  royalty  rate  constitutes 
fair  market  value. 

p.  24,  lines  7-8:   "Therefore,  until  this  alleged  anti-issue  (EU 
dumping  investigation)  is  more  clearly  defined  it  is  premature  to 
comment  on  its  implications." 

Comment:   See  discussion  of  EU  dumping  regulations  in  the 
attached  market  analysis  which  concludes  that  a  royalty  increase 
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would  result  in  a  substantial  loss  of  U.S.  exports  to  the  EU. 

p.  24,  lines  20-26:    "Even  with  increased  royalties,  the  export 
market  is  ...  a  moving  target. . . " 

Comment:   While  all  U.S.  exporters  have  to  face  the  vagaries  of 
the  market,  increasing  the  royalty  can  only  impair  their 
competitiveness  in  the  world  market. 

p.  24,  lines  20-26:     "The  ability  of  the  international 
synthetic  producers  to  reduce  their  soda  ash  selling  prices  to 
levels  below  which  U.S.  exporters  can  sell  soda  ash  may 
singularly  reduce  the  demand  for  U.S.  soda  ash." 

Comment:   This  statement  does  not  recognize  the  fact  that  U.S. 
soda  ash  producers  would  be  highly  competitive  in  a  free  market, 
but  face  serious  competitive  disadvantages  due  to  foreign 
government  subsidies  and  protection.   Until  these  barriers  to 
U.S.  exports  are  reduced,  any  increase  in  our  royalty  rate  can 
only  result  in  further  deterioration  of  our  competitive  position. 

p.  25,  lines  5-19:   "foreign  ownership"...  of  U.S.  industry  ... 
is  expected  to  enhance  foreign  market  growth"  for  U.S.  exports. 

Comment:   As  the  report  suggests,  only  a  minor  share  of  the 
production  from  foreign  direct  investments  in  the  U.S.  is 
exported  to  the  foreign  investor's  home  country.   This  pattern  is 
quite  normal  for  a  fungible  commodity  such  as  soda  ash  which  is 
traded  on  world  markets.   Intracompany  trade  between  countries  is 
seldom  a  significant  rationale  for  foreign  direct  investment  in 
commodity  production.   For  example,  our  synthetic  rubber  industry 
has  major  investments  overseas  but  imports  no  product  from  these 
investments.   The  reason  is  simply  that  synthetic  rubber,  like 
soda  ash,  is  a  commodity  traded  on  world  markets. 

In  any  event,  the  financial  and  trade  implications  of  a  soda  ash 
royalty  increase  will  be  the  same  for  "foreign -owned"  facilities 
as  others  in  the  GRB .   They  are  U.S.-  incorporated  firms 
employing  American  workers.   Their  costs  will  rise  relative  to 
overseas  suppliers  and  their  competitiveness  in  world  markets 
{including  their  "home"  market)  will  be  reduced.   In  these 
circumstances,  there  is  no  apparent  reason  to  believe  that  the 
amount  of  soda  ash  exported  by  "foreign -owned"  U.S.  soda  ash 
producers  will  decline  any  less  than  exports  of  other  U.S. 
producers . 

p.  26,  "Summary  of  U.S.  soda  ash  exports" 

first  tic:  "premature  to  comment  on  the  impact  of  royalty  rate 
increase  on  exports  to  the  EC..." 

Comment:   See  attached  paper. 
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second  tic:  "Economies  of  scale  are  causing  smaller  and  older 
plants  to  be  closed.  This  will  remain  the  case  with  a  royalty 
increase . " 

Comment :  An  increase  in  costs  due  to  a  royalty  rate  increase 
can  only  increase  the  likelihood  that  plants  will  close. 

third  tic:   "the  GRB  ...  has  95%  of  the  world's  natural  reserves, 
this  will  not  change  with  a  royalty  rate  increase." 

Comment:    This  conclusion  misses  the  essential  points  that  (a) 
relative  capacity  and  cost  structures,  rather  than  raw  material 
reserves,  are  the  relevant  economic  variables  determining 
competitiveness,  and  (b)  soda  ash  is  traded  on  a  world  market 
where  both  natural  and  synthetic  products  compete  with  each 
other.   The  U.S.  share  of  this  world  market  is  30  percent,  not  95 
percent . 

fourth  tic:   "foreign  producers  are  expanding  their  productive 
capacity  and  some  are  becoming  significant  exporters  as  opposed 
to  being  importers.   This  may  continue,  and  perhaps  at  a  somewhat 
accelerated  rate  if  the  royalty  is  increased." 

Comment:    This  is  an  important  rationale  for  our  conclusion  that 
a  royalty  increase  should  be  postponed. 

fifth  tic:   "The  U.S.  exports  a  third  of  its  production  and 
relies  on  exports  for  future  growth  to  sustain  its  financial  well 
being. 

Comment:  This  is  also  an  important  reason  not  to  increase  the 
royalty  since  i-t  would  adversely  effect  U.S.  exports. 

fifth  tic  (continued) :   "Growth  of  exports  would  still  be 
positive,  but  may  be  reduced  in  the  short  term,  if  the  royalty 
rate  is  increased. " 

Comment:   U.S.  exports  in  1993  have  declined  substantially. 
Future  export  levels  will  be  determined  primarily  by  cyclical 
economic  conditions  and  access  to  foreign  markets.   A  royalty 
increase  will  undoubtedly  reduce  exports  below  what  they  would 
otherwise  have  been  in  both  the  short  and  long  term. 

sixth  tic:   "European  soda  ash  producers  are  reacting  to  U.S. 
imports  by  cutting  prices,  corporate  restructuring  and  closing 
plants" .  • 

Comment:   This  statement  is  indicative  of  the  competitive  problem 
facing  U.S.  firms  in  the  European  market.   Price  competition  has 
resulted  in  substantial  reduction  of  selling  margins  to  the  level 
of  costs.   This  is  a  significant  factor  in  assessing  the  adverse 
implications  of  a  royalty  increase  on  U.S.  exports  as  a  result  of 
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EU  dumping  regulations.   It  is  also  noteworthy  that  EU  producers 
are  currently  seeking  to  protect  their  market  through  a  dumping 
petition . 

seventh  tic:   "European  market  was  opened  to  U.S.  producers  in 
1990.   However  their  import  contract  mechanism  limits  the  price 
range  at  which  U.S.  producers  can  sell". 

Comment:   U.S.  exports  to  Europe  increased  rapidly  from  1990-92 
following  removal  of  the  EU  dumping  duty.   However,  a  number  of 
competitive  factors,  including  adverse  exchange  rate  movements 
and  price  cutting  by  European  producers,  has  resulted  in  a 
substantial  decline  in  U.S.  exports  to  the  EU  this  year. 

eighth  tic:    "Increased  royalty  rate  could  increase  cost  of  soda 
ash  $1.55  per  ton,  after  tax,  of  soda  ash...." 

Comment:   See  the  attached  paper  for  discussion  of  the 
significant  financial  impact  of  a  royalty  rate  increase  in  the 
current  market .   The  serious  consequences  for  EU  dumping 
determinations  of  even  a  small  increase  in  costs  resulting  from  a 
royalty  increase  are  also  discussed  in  the  attached  paper. 

ninth  tic:   "Excess  capacity  is  estimated  at  6  million  tons, 
therefore  it  is  unlikely  that  higher  costs  associated  with 
increased  royalties  could  be  passed  through  in  the  short  term. 
We  feel  that  this  increase  could  be  absorbed  by  producers  in  the 
short  term  without  increasing  prices." 

Comment:   The  financial  health  of  the  industry  is,  undermined  by  a 
royalty  increase,  particularly  at  a  time  when  there  is  such  a 
large  amount  of  excess  capacity  and  cost  increases  cannot  be 
passed  on  to  consumers.   In  effect,  a  royalty  increase  is  most 
harmful  in  the  current  weak  market  situation. 
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SWEETWATER  COUNTY 
BOARD  OF  COUNTY  COMMISSIONERS 

80  West  Flaming  Gorge  Way 
P  0  Box  730 

Green  River.  Wyoming  82935 
PHONE  307-872-6400  PHONE  307-872-6331 

FAX         307-872-6337  PHONE  307-872-6332 

Apnl  4.  1995 

Honorable  Bruce  Babbitt 
Secretary  of  the  Interior 
U.S.  Department  of  the  Interior 
1849  "C  Street,  NW 
Washington,  D.C.  20240 

Dear  Secretary  Babbitt; 

Trona  is  the  lifeblood  of  Sweetwater  County.  Nearly  five  thousand  of  our  citizens  work  in  our 
trona  mines,  as  well  as  many  of  the  residents  in  our  surrounding  counties.  We  stand  united  against 
the  proposed  increase  of  eight  percent(8%)  royalty  ta.xes  on  the  trona  industry.  In  reality,  this  is  a 
66  percent  increase  in  the  royalty  tax  that  is  now  being  paid.  Because  this  tax  rate  is  tied  to  the 
private  sector  tax  rate,  this  tax  will  increase,  also.  This  is  double  jeopardy,  and  it  wiU  put  a  severe 
economic  strain  on  the  ability  of  all  trona  companies  to  remain  competitive  in  both  die  domestic  and 
international  markets  that  have  just  started  to  improve. 

This  will  result  in  a  lower  amount  of  money  paid  to  the  federal  government  In  other  words,  the  I 
money  that  is  paid  from  this  mineral  is  directly  tied  to  the  amount  being  sold.  No  sales  plus  no  I 
mining  equals  no  jobs  and  no  royalties.  This  increase  in  royalty  payments  may  also  delay  the  stara 
of  a  new  trona  mine  in  our  area  with  the  resulting  loss  of  construction  jobs,  of  mining  jobs,  and  offl 
taxes  from  federal  lands  that  yields  PELT  money  only,  at  die  present  time  plus  the  loss  of  royalty  3 
money  to  the  federal  govemmenL 

We,  the  Commissioners  of  Sweerwater  County,  along  with  our  neighbors  implore  you  to 
reconsider  this  raise  in  taxes  which  appears  to  us  to  be  capricious  and  arbitrary  with  no  real  need 
that  can  be  justified,  at  least  in  our  eyes.  We  would  be  extremely  receptive  to  any  information  that 
would  lead  us  to  think  otherwise. 

We  stand  ready  to  invite  or  receive  anyone  from  the  Department  of  the  Interior's  Bureau  of  Land 
Management  to  help  us  through  these  times  when  it  seems  diat  our  government  is  more  against  us 
than  for  us  in  the  West.  To  sustain  our  way  of  life,  we  must  develop  the  minerals  and  to  utilize  the 
grass  that  the  Lord  has  provided,  not  only  for  us  in  Southwest  Wyoming,  but  for  all  of  the  people 
of  the  Uruied  States  and  in  some  instances  for  the  world.  We  implore  you  to  please  reconsider, 
and  we  thank  you,  in  advance,  for  doing  just  that. 

With  all  due  respect. 


'   /John  E.  Radosevich 


^■<:-^: 


LINDA  M.  TALIAFERRO  „         .    „^.,.r,^ 

JOHN  E.  RADOSEVICH                                        Chairman  CARL  MALDONADO 

307-875-3312 

307-362-5867                                                        307-273-5714  307-875-3809 
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BOt^AX 


U.S.  Borax  Inc. 

26877  Tourney  Road 
Valencia.  CA  9 1355- 1847 
telephone  (805)  287-5400 
fax  (805)  287-5495 

Mr.  Alan  Pierson 

State  Director  / 

Wyoming  State  BLM 

P.O.Box  1828 

Cheyenne,  Wyoming  82003  January  30,  1995 

Re:  Sodium  Leasing  in  the  Green  River  Basin. 


Dear  Mr.  Pierson; 

U.  S.  Borax  is  disappointed  that  the  BLM  is  postponing  the  competitive  sodium  lease  sale 

covering  the  trona  resources  within  our  Sodium  Exploration  License  WYW- 127208  in  the  Green 
River  Basin  of  Wyoming. 

U.  S.  Borax  was  led  to  believe  the  sale  would  be  held  in  the  Summer/ Autumn  of  1995. 

The  sale  was  contemplated  in  BLM's  Federal  Register  Notice  of  October  15,  1993,  "Concerning 
Sodium  Lease  Tract  Designs  in  the  Green  River  of  Wyoming",  and  its  NEPA  Scoping  Notice  of 
September  12,  1994,  "Proposed  Sodium  Leasing  Within  the  Green  River  Basm." 

BLM  staff  in  Rock  Springs  and  Cheyenne  informed  U.  S.  Borax  of  BLM's  plans  for  a 
competitive  lease  sale  in  "Summer/Fall"  of  1995,  combining  the  three  lease  tracts  ("Lease  Tracts 
1,2  &  3"  in  the  NEPA  Scoping  Notice)  originally  slated  for  January  19,  1993,  lease  with  the  six 
tracts  that  Borax  nominated  on  March  12,  1993  ("Lease  Tracts  4,5,6,7,8  &  9"  in  the  NEPA 
Scoping  Notice).  We  now  understand  that  this  is  no  longer  the  case  and  BLM  plans  to  offer  only 
"Lease  Tracts  1,2  &  3"  in  its  planned  1995  lease  sale. 

U.  S.  Borax  has  done  everytliing  required  and  requested  by  the  BLM  to  assure  a  timely 
sale. 

On  June  24,  1992,  U.S.  Borax  filed  an  application  with  BLM  for  a  Sodium  Exploration  License 
embracing  eight  sections  of  federal  land  in  the  southeastern  portion  of  the  Green  River  Basin. 

At  BLM's  request,  on  July  10,  1992,  Borax  filed  an  amended  application  to  include  six 
additional  federal  sections  so  subsequent  drilling  would  provide  BLM  with  the  necessary 
information  to  assess  "fair  market  value"  for  a  significant  portion  of  the  Green  River  Basin  for 
which  BLM  had  only  sparse  drilling  information. 
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Mr.  AJan  Pierson 
January  30,  1995 
Page  Two 

Again  at  BLM's  request,  in  order  to  expedite  a  lease  sale,  on  March  12,  1993,  Borax  nominated 
for  lease  the  14  federal  sections  embraced  in  its  Exploration  License  after  completing  only  three 
of  the  eleven  trona  test  holes  which  Borax  ultimately  drilled  under  its  approved  Plan  of 
Operations. 

On  November  8,  1993,  responding  to  BLM's  Federal  Register  Notice,  Borax  submitted  its 
wishes  for  sodium  lease  tract  designs.  On  October  11,  1994,  Borax  again  expressed  its  suppon 
for  BLM's  proposed  competitive -bid  trona  lease  sale  with  comments  submitted  to  BLM's  NEPA 
Scoping  Notice. 

A  lease  sale  postponement  is  wasteful  and  costly  and  delays  State  and  local  income  from  the 
royalties,  taxes  and  jobs  created  with  new  production.  Two  separate  sales  will  be  more  costly  to 
administer  than  the  combined  sale,  but  will  not  yield  any  additional  benefits. 

One  of  the  BLM's  own  management  plan  goals,  to  make  the  known  sodium  deposits  in  the 
Green  River  Basin  available  for  responsible  commercial  exploitation,  recognizes  that  royalties 
and  lease  bonuses  are  not  paid  on  fallow  lands. 

In  short,  U.  S.  Borax  has  worked  diligently  on  its  License,  committing  significant  amounts  of 
time  and  money,  with  the  expectation  that  when  the  requested  work  was  completed  the  tracts 
would  be  offered.  This  level  of  interest  cannot  be  maintained  without  a  reasonable  idea  as  to  the 
time  frame  of  a  lease  sale.  If  Borax  does  not  ultimately  participate,  much  of  the  "competition" 
will  be  taken  out  of  a  "competitive"  sale,  leaving  the  American  public  as  the  real  loser. 

It  is  in  everyone's  best  interests  to  hold  a  Sodium  Lease  Sale  on  our  targeted  land  tracts  this 
year  as  previously  planned.  If  BLM  plans  to  further  delay  the  leasing  of  our  nominated  tracts, 
Borax  requests  a  prompt  written  explanation  as  to  why  BLM  has  taken  this  position.  We  look 
forward  to  your  response. 


Regards, 


bUI 


Ian  White-Thomson 
President 
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Mr.  Alan  Pierson 
January  30,  1995 
Page  Three 


The  Honorable  Barbara  Cubin  , 
U.S.  House  of  Representatives  ■' 
Washington,  D.C.  20515 

Mr.  Ted  A.  Murphy 

Chief,  Branch  of  Mineral  Solids 

Bureau  of  Land  Management 

P.O.  Box  1869 

Rock  Springs,  WY  82902 

Mr.  Lynn  E.  Rust 

Chief,  Branch  of  Mining  Law  and  Solid  Minerals 

Bureau  of  Land  Management 

The  Honorable  Alan  Simpson 
United  States  Senate 
Washington,  D.C.  20510 

The  Honorable  Craig  Thomas 
United  States  Senate 
Washington,  D.C.  20510 

The  Honorable  Frank  Murkowski 
United  States  Senate 
Washington,  D.C.  20510 

The  -fionorable  Don  Young 
U.S.  House  of  Representatives 
Washington,  D.C.  20515 


119 


United  States  Department  of  the  Interior 


MAR  0  6  1995 

<PLORATION  DEPARTMENT 


BUREAU  OF  LAND  MANAGEMENT 

Wyoming  Sme  Office 

P.O.  Box  1828 

Cheyenne.  Wyoming  82003-1828 


In  Reply  Refer  To: 

3520    (925) 


0  1  1995 


Mr.  Ian  White -Thomson 
U.S.  Borax  Inc. 
26877  Tourney  Road 
Valencia,  CA   91355-1847 

Dear  Mr.  White-Thomson: 

This  will  acknowledge  receipt  of  your  letter  dated  January  30,  1995, 
concerning  Che  postponement  of  sodium  leasing  in  the  Green  River  Basin  of 
Wyoming. 

We  share  your  concern  and  are  also  disappointed  that  the  competitive  lease 
sale  covering  lands  in  your  exploration  license  will  be  delayed.   Our  Rock 
Springs  District  Office  issued  a  notice,  dated  September  12,  1994,  which 
described  the  proposed  sodium  lease  sale  and  requested  comments  from 
interested  parties.   At  that  time  we  were  confident  that  a  sale  of  the  sodium 
resource  included  in  the  notice  could  be  offered  during  Che  summer/fall  of 
1995. 

As  you  may  know,  there  is  a  general  reduction  in  personnel  and  funding  for 
Federal  agencies.   The  environmental  document  and  economic  evaluation  for  Che 
lands  included  in  the  postponed  January  1993  lease  sale  were  completed  in 
1992.   Therefore,  because  most  of  the  work  has  been  accomplished  on  lease 
tracts  #1,  #2,  and  #3,  and  only  a  minimal  amount  of  the  funds  allocated  to  us 
would  be  expended,  we  intend  to  offer  these  lands  for  sale  as  soon  as  possible 
after  a  decision  is  made  concerning  the  appropriate  royalty  rate.   We  feel 
this  sale  would  occur  before  Che  end  of  FY  95. 

Ic  is  our  intention  to  offer  for  competitive  sale  the  lands  included  in  your 
Federal  exploration  license  aC  Che  soonest  moment  we  are  able  to  in  light  of 
budget  considerations.  We  hope  this  can  occur  next  fiscal  year.  U.S.  Borax 
is  to  be  commended  for  ics  exploration  efforts  in  the  Green  River  Basin.  We 
wish  Co  assure  you  chaC  we  Cake  very  seriously  Che  managemenC  of  Chis  valuable 
mineral  resource. 
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If  we  can  be  of  further  assistance,  please  contact  Mr.  Bob  Bennett,  Deputy 
State  Director.  Mineral  Resources,  at  307-775-6148,  or  Mr.  Lynn  Rust,  Chief, 
Branch  of  Mining  Law  and  Solid  Minerals,  at  307-775-6250. 

Sincerely, 


State  Director 
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THE  EOP  GROUP,  INC. 


PROPOSED  INCREASED  SODA  ASH  ROYALTY  RATE  CONFLICTS  WITH 

ADMINISTRATION  GOALS  AND  ADVERSELY  AFFECTS  BALANCE  OF 

PAYMENTS,  JOBS  AND  INDUSTRY 


Reconunendation: 

The  Department  should  use  its  discretion  under  the  Mineral  Leasing  Act  to  maintain  the 
current  5%  royalty  rate  on  soda  ash  because: 

■  The  benefits  to  the  public  fisc  of  a  royalty  increase  will  be  totally  inconsequential  ~ 
revenues  will  not  exceed  $1  million  a  year,  will  almost  certainly  be  less  than  that,  and 
could  well  be  negative. 

■  Any  increase  will  adversely  affect,  at  a  minimum,  the  remaining  U.S.  exports  of  soda 
ash  to  the  European  Union,  which  have  already  dropped  from  19%  of  U.S.  exports  in 
1992  to  6%  in  1994.    Coming  on  the  heels  of  new  dumping  duties,  the  proposed 
increase  could  cause,  or  seriously  contribute  to,  the  loss  of  all  of  the  remaining 
European  market,  could  seriously  impede  U.S.  efforts  to  regain  or  exceed  market 
share  lost  in  Europe  since  1992,  and  could  thus  provide  significant  assistance  to  our 
European  competitors  in  their  effort  to  drive  U.S.  exports  from  the  market. 

■  Any  increase  will  also  jeopardize  exports  to  other  countries  with  antidumping  regimes 
and  lower  export  earnings  in  still  other  international  markets,  thus  increasing  the 
balance  of  trade  deficit  and  reducing  jobs  in  the  transportation  and  mining  sectors, 
and 


■ 


It  would  be  totally  unreasonable  to  put  such  substantial  U.S.  export  markets  at  risk 
for  the  sake  of  inconsequential,  and  perhaps  negative,  revenues. 


Discussion: 

The  Fisc:   The  federal  government  now  receives  $12  million  per  year  from  soda  ash 
production  from  public  lands  in  Wyoming.   An  increase  from  5  to  8%,  Le^,  a  60%  increase, 
amounts  to  $7.2  million  per  year.    Half  of  that  would  be  turned  over  to  Wyoming,  as  is 
required.    The  federal  government  would  retain  $3.6  million.    Since  the  industry  will  lose 
$7.2  million  in  income  as  a  result  of  the  increase,  its  taxes  will  be  reduced  by  35  percent  of 
that  amount.    The  resulting  tax  loss  to  the  government  of  $2.52  million  should  therefore  be 
subtracted  from  the  $3.6  million  it  will  receive,  yielding  a  possible  net  gain  to  the 
government  of  only  $1.08  million  per  year. 

Moreover,  even  that  figure  should  be  reduced,  since  it  makes  no  allowance  for  a  reduction  in 
exports,  which  inevitably  will  occur.    Once  that  reduction,  which  is  discussed  below,  is 
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THE  EOF  GROUP,  INC. 

included  in  the  analysis,  the  conclusion  follows  (i)  that  the  $1.08  million  gain  must  be 
reduced  significantly,  and  (ii)  that  a  revenue  loss  is  a  distinct  possibility. 

International  Competitiveness:    The  serious  and  immediate  adverse  impacts  on  our 
international  competitiveness  should  be  weighed  against  the  marginal  or  even  negative 
revenue  the  government  may  receive.    These  adverse  impacts  are  most  readily  seen  in 
Europe  but  will  occur  in  other  export  markets  as  well. 

By  way  of  background,  the  industry's  future  depends  entirely  on  exports,  since  domestic 
consumption  of  this  commodity  chemical  has  been  stagnant  for  decades  and  domestic 
revenues  have  declined  by  18%  from  1989  through  1994.    Since  exports  have  not 
compensated  for  this  decline,  prices,  revenues  and  capacity  utilization  have  fallen 
significantly  during  the  same  time  period.    Europe  has  been  the  key  barometer  of  the  success 
or  failure  of  our  export  efforts.    Exports  rose  from  1989  through  1992,  with  Europe  the 
primary  growth  market.    European  antidumping  regulations,  however,  established  a  price 
floor  for  U.S.  exports  to  Europe  at  the  level  of  the  average  U.S.  home  market  price.    In 
1993,  the  European  producers  began  predatory  pricing  in  response  to  the  U.S.  industry's 
10%  share  of  the  European  market,  often  lowering  their  prices  below  the  floor.    Exports  to 
Europe  dropped  68%  from  1992  to  1994  as  the  price  floors  forced  up  the  export  price  by  $6 
per  metric  ton,  and  U.S.  producers  were  unable  to  remain  price  competitive. 

In  the  event  of  a  royalty  increase,  the  European  "floor  price"  for  antidumping  purposes  will 
require  adjustment,  not  only  to  "capture"  the  cost  of  the  increased  royalty,  but  also  because 
some  large  volume,  lower  price,  domestic  sales  will  no  longer  be  eligible  to  be  averaged 
with  other  domestic  sales  in  calculating  the  "floor  price".    (The  EC's  dumping  regime 
requires  that  domestic  prices  that  are  below  cost  cannot  be  averaged  in  the  "floor  price" 
calculation.)   Thus,  a  royalty  increase  will  result  in  exponential  increases  in  the  price  floor 
for  U.S.  exports  to  Europe.   General  Chemical  has  calculated  that  even  a  1%  increase  in  the 
royalty  rate  would  produce  a  6%  increase  in  the  price  of  soda  ash  ($4  per  ton  based  on  $70 
per  ton  mine  pricing)  it  ships  to  Europe.    Moreover,  further  upward  cost  pressure  on  U.S. 
exports  began  on  April  13,  1995,  with  the  announcement  by  the  EC  of  stiff  provisional 
antidumping  duties  on  U.S.  exports. 

Against  this  background,  it  is  likely  that  any  royalty  increase  will  seriously  contribute  to  the 
loss  of  the  remaining  European  market,  or  approximately  $25  million  in  sales.    Moreover,  it 
will  seriously  impede  U.S.  efforts  to  recapture  or  exceed  the  market  share  lost  since  1992,  a 
total  of  $81  million  in  sales.   In  other  words,  it  will  significantly  disadvantage  the  U.S.  in, 
and  perhaps  remove  us  entirely  from,  a  market  that  until  1992  was  the  greatest  source  of 
industry  expansion. 

Outside  of  Europe,  similar  scenarios  are  possible  in  countries  where  aggressive  dumping 
regimes  are  in  place,  e.g..  Mexico  and  Australia.    Since  these  regimes  are  modelled  on  the 
European  (and  U.S.)  systems,  new  royalty  increases  will  again  produce  exponential  increases 
in  dumping  floors.    In  other  countries,  earnings  and  tax  receipts  will  be  reduced  as  described 
above.    The  result  of  all  these  developments  will  be  significant,  adverse,  impacts  on 
employment,  earnings,  and  the  trade  deficit. 
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Additional  Matter:    Finally,  it  should  be  noted  that  absolutely  no  time  pressure  exists  with 
regard  to  this  decision.    It  has  been  argued  that  a  decision  on  certain  new  leases  must  be 
made  immediately  because  of  indications  from  two  producers  that  they  will  bypass  those 
leases  if  they  are  not  put  up  for  bid  right  away.    The  two  producers,  however,  have  recently 
indicated  in  letters  to  the  Department  that  they  are  not  considering  bypassing  these  sections 
and  that  they  strongly  prefer  that  the  Department  proceed  methodically,  rather  than  hastily, 
in  reaching  a  decision. 

Conclusion: 

Any  royalty  increase  on  soda  ash  would  be  disruptive  to  the  Clinton  Administration's  policy 
goals,  to  jobs,  and  to  industry.    It  would  be  unreasonable  indeed  to  put  major  trade  markets 
at  risk  for  the  sake  of  revenues  that  realistically  will  not  exceed  a  few  hundred  thousand 
dollars  a  year  and  where  a  net  revenue  loss  is  a  distinct  possibility. 

Wyoming  Industry  Statistics 

1989  1990  1991  1992  1993  1994 

Production  of  Trona 

million  metric  tons  15         15         15         15         14         15 


Soda  Ash  Revenues 

million  dollars 

764 

836 

836 

837 

734 

729 

Exports  to  Europe  of  Soda  Ash 

million  dollars 
price,  $/metric  ton 

8 
242 

11 
165 

46 
146 

82 
141 

50 
138 

26 
147 
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